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LETTER OF TRANSMITTAL 





House or REPRESENTATIVES, 
ComMMITTEE ON Ways AND MEANS, 
SUBCOMMITTEE ON SocraL SEcurRITY, 
Washington, D. C., August 20, 1954, 
Hon. Cari T. Curtis, 


Chairman, Subcommittee on Social Security, 
Committee on Ways and Means, 
House of Representatives, Washington 25, D. C. 

Dear Mr. CuHarrman: Pursuant to a resolution of the Ways and 
Means Committee on May 21, 1953, a research staff was appointed 
July 1, 1953, to make an investigation of the social security program. 
The staff spent more than 4 months in research preparing for the 
public hearings held the following November. The subject matter 
of these hearings covered various factors relating directly or in- 
directly to social security and included the following topics: 

United States population trends; 

Tax treatment of individuals under private pension plans; 

Economic status of the aged; 

Public assistance; 

Broad economic factors, and veterans benefits, in relation to 

OASI: 

OASI: Coverage, eligibility, and benefits; 

OASI benefits paid abroad; 

OASI financial position; and 

The legal status of OASI benefits. 
These hearings were published in 8 parts, including 2 appendixes. 
One appendix contained basic statistical tables and the second a mis- 
cellany of pertinent documents. 

During the course of this investigation, we found widespread mis- 
conceptions with respect to the fundamental principles and character 
of the social security program—beliefs not founded on fact. After 
extensive hearings in the spring of 1954, the 83d Congress amended 
title II of the Social Security Act, correcting many of the anomalies 
and inequities revealed in the hearings of this subcommittee. 

We are herewith submitting to you a factual report showing what 
is the present social security program for the aged and their depend- 
ents, and for survivors. This report is based in large part on the 
facts developed in the investigation by this subcommittee. In the 
light of this report, an informed public may make known to its 
elected representatives in Congress the kind of program wanted and 
the adjustments desired. Since changes and improvements in social 
security involve overriding considerations of social and economic 
policy, the final decisions, of course, rest with the Congress. 

Those participating in this research project included: Rita R. 
Campbell, James E. Finke, Howard Friend, Alice M. Hill, George R. 
Leighton, Harold W. Metz, Wallace M. Smith, W. Rulon Williamson, 
and Robert H. Winn. 

Respectfully yours, 
Karu T. ScHLoTrrerseck, Staff Director. 
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SOCIAL SECURITY AFTER 18 YEARS 


INTRODUCTION 


Obtaining the necessities of food, clothing, and shelter in the waning 
years of life is a problem facing aged persons who have not laid by 
enough to live on and who are no longer able to support themselves 
by working. This problem is not a new one—and it is one with 
which many of us may be confronted. 

The shift in the nature of our society during the last half century 
from a predominantly agricultural way of life to an urban-industrial 
economy has drastically altered the character of the means with 
which these needs can be satisfied. In earlier times of greater self- 
sufficiency, most of the family material wants were provided through 
working on the farm. And there was usually a place in the farm 
family arrangement for aged relatives. In our present highly indus- 
trialized system, the vast majority of people work for money in the 
form of wages, salaries or self-employment income in order to buy the 
various goods and services to satisfy human desires. Money resources, 
either as income or invested savings, are today of primary importance 
in providing the necessities of living. Home ownership, one form of 
savings, supplies one of these necessities. 

Other factors have had an important bearing on this problem of 
dependent, unproductive old age. Longer schooling, albeit to com- 
mand higher pay, has shortened the working life of individuals. The 
premium on speed and endurance in our industrialized society has 

robably diminished the job opportunities for many in the higher age 
ca Thus, over the past 50 years, there has doubtless been 
some shrinkage at both ends of the working lives of individuals during 
which they can lay money aside for old age. And over the past half 
century, scientific advances have added a couple years of life to those 
in the retirement age range—2 to 3 more years of living for which 
earlier provision must be made. This reduction of one’s working 
years and the lengthening of life beyond retirement age enlarges the 
job of the self-reliant to save for old age. Rising standards of living 
over the years expand the generally accepted concepts of “necessities” 
and thus increase dollar requirements for one’s old age. The greater 
earning power resulting from more educational training is an offsetting 
factor to the shortened span of one’s work life. 

The tides of economic change can wear away and even engulf savings 
for old age. A prolonged period of increasing costs of living, such as 
we have experienced for the past decade and a half, renders once 
seemingly adequate retirement income quite insufficient. Economic 
depression, showing no favorites, can wipe out jobs for the many who 
through choice or necessity continue to work as long as they are able. 
Moreover, such economic reversal can and does greatly diminish the 
dollar value and income-producing capacity of an individual’s in- 
vested savings for the “rainy day.’’ Such was the experience of 
many in the 10 years of depression in the 1930's. 
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Not until relatively recent years has much public attention been 
focused on this problem. During the first three decades of this cen- 
tury, some of the older and larger companies and a few of the craft-type 
labor unions developed old-age income arrangements to meet their 
special situations. In 1929 the President appointed a Committee on 
Recent Social Trends, composed of leading economists and sociologists, 
to study and survey the general subject of social legislation, including 
old-age pensions, unemployment insurance, and related matters. This 
Committee submitted its report early in 1933. 

The extensive and continued decline in the opportunities for people 
of all ages to earn their living during the years 1930-35 and the steady 
attrition of falling prices ¢ and investment values, and of business losses 
on people’s life savings and incomes ultimately resulted in destitution 
and need in large proportions. During these early years of the de- 
pression, private charities and municipal authorities, and then State 
governments, exhausted their limited means in alleviating dire want 
on such a huge scale. 

Midway through the depression another Presidential committee 
made a study of economic security. The following year, Congress 
took legislative action by passing the Social Security Act of 1935, 
nine parts of which dealt in one manner or another with need caused 
by persons being out of work and having little or no invested savings 
on which to live. In subsequent years, “this act has been amended a 
number of times, chiefly to broaden the opportunities for eligibility 
for benefits and to increase money benefit payments. 

The fact-finding investigation by the House Ways and Means 
Subcommittee on Social Security in public hearings in 1953 centered 
attention on 3 parts of the Social Security Act. These were the sec- 
tions dealing with dependency of aged persons, survivors, and 
children. Old- age assistance (title I) was designed to meet the ex- 
isting problem of the needy aged. Federal old-age benefits (title 
IT) was arrange «1 in such manner as to provide a “floor of income pro- 
tection” for the aged. In 1939 this plan was amended to establish 
survivor benefits for family members who were dependents of the 
breadwinner. Aid to dependent children (title 1V) was set up to 
provide financial assistance to needy dependent children. 

The common objective of these 3 programs was approached through 

2 methods of financing. The assistance programs, old-age assistance 
and aid to de pendent children, have been financed in part by Federal 
grants-in-aid to individual States, Territories, and certain island 
possessions. This support depended upon each State or other govern- 
ment jurisdiction establishing plans which met Federal standards 
and which provided funds by the State government or State and local 
governments. Old-age assistance was regarded as a diminishing 
program, to be replaced largely by title II as the latter was gradually 
expanded in scope. 

Title II, originally designated Federal old-age benefits, was re- 
named Federal old-age and survivors insurance benefits in the amend- 
ments of 1939. This program has always called for special income 
taxes on employees, more recently on many of the self-employed, and 
an excise tax on employ ers, the proceeds of which flow into the general 
funds of the United States Treasury. From its inception, this pro- 
gram has had a trust fund financed by annual appropriations from 
the general funds of the Treasury, generally equal in amount to the 
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special taxes. Although the social-sec urity taxes are not legally ear- 
marked for this specific purpose, ne ‘verthe less C ongress has always 
regarded these taxes to have been levied for the support of this pro- 
gram. 

Federal old-age and survivors insurance benefits has always been 
regarded as the permanent program which would ultimately provide 
benefits to virtually all the aged and to all children dependent as a 
result of the death of the father. Thus, this program would gradually 
reduce to a minimum the need for Federal financial support to these 
two assistance programs. In mid-1953 we find, of the 13.5 million 
aged persons in the country, roughly 30 percent were drawing benefits 
under title If and another 15 percent would be eligible to receive 
them if not still working, but more than 55 percent were not entitled 
to such benefits. In excess of 15 percent of the 13.5 million aged were 
needy persons relying solely on old-age assistance to supplement 
their own resources in meeting their living requirements. Forty 
percent were neither eligible for ‘title TI benefits nor receiv ing old-age 
assistance cash grants. In mid-1953, there were approximately 
800,000 unremarried widows with children under age 18 and 2.1 million 
children under 18 who had lost their fathers. More than 25 percent 
of these widows were drawing benefits under title II and about 40 
percent of the children were also receiving them. Another 13 percent 
of these widows, or 100,000, and 14 percent, or 300,000, of these 
orphaned children looked to aid to dependent children cash grants to 
supplement their own resources. 

This report reviews the development of this twofold approach in 
meeting these problems of dependency. In the first three chapters, we 
will consider old-age assistance, aid to dependent children, and Federal 
old-age and survivors insurance benefits. In the fourth and final 
chapter, we will reexamine the underlying principles of grants-in-aid 
social assistance programs, on the one hand, and the title I program, 
or so-called ‘social insurance,” on the other, to reveal their basic simi- 
larities and contrasts. 

The purpose of this report is to present the true character of these 
programs. One will thus be better able to decide what adjustments 
and alterations should be made to meet the changed needs of the 
American people, together with all other demands on Government in 
the present-day economy—an economy vastly changed in complexion 
from that which prevailed at the time these programs were conceived. 

This staff report to the chairman of the House Ways and Means 
Subcommittee on Social Security is based on information developed 
in public hearings in 1953 and on other facts and materials readily 
available in published form. 














I. OLD-AGE ASSISTANCE 


The expressed purpose of title I of the Social Security Act—grants 
to States for old-age assistance—is to enable each State to furnish 
financial assistance as far as practicable under its prevailing conditions 
to needy individuals 65 years of age or over. Consequently, title I 
is not a single program but an aggregation of 53 programs, with each 
of the 48 States, 2 Territories, District of Columbia, and 2 island 
possessions setting up its own plan and definitions. Although each 
plan must be approved by the Federal agency administering the 
grants-in-aid, these plans vary widely with respect to their concepts 
and practices. In each State, a single agency must administer or 
supervise the administration of the plan, and the plan must be in 
effect in all subdivisions in the same State. 

Under the original concept of old-age assistance financed in part by 
Federal grants-in-aid, payments were to be made to any aged person 
in need; that is, to one whose resources (including income) were less 
than the amount necessary for a reasonable subsistence. The amount 
of assistance to each needy aged recipient was to be the difference 
between the cost of maintaining a subsistence level of living and 
his available resources. Eligibility for this financial aid was thus tied 
in with a “means test,’’ and the amount of assistance was to be deter- 
mined by the extent of need in each case.! 

In this chapter we will consider in turn the conditions of eligibility, 
the nature of the “right’’ to assistance, the benefits or cash payments 
provided by the State programs, and finally the costs and methods 
of financing. 

Conditions of eligibility 

The Social Security Act of 1935 prescribed conditions for receipt 
of federally aided old-age assistance grants. Payments were to be 
made only to individuals who were 

1. Needy. 

2. 65 years of age or older. 

Each State may impose other conditions of eligibility for old-age 
assistance except that no State plan for old-age assistance may be 
approved for Federal grants-in-aid which imposes as a condition of 
et 

An age requirement of more than 65 years; 

2. A residence requirement “which cone any resident of 
the State who has resided therein 5 years during the 9 years 
immediately preceding the application for old-age assistance and 
has resided the rein continuously for 1 year immediately preceding 
the applic ation’’; or 

‘Any citizenship requirement which excludes any citizen of 
the United States.” 2 

Beyond these specifications in the Federal act, each io prescribes 

its own additional conditions of eligibility including (1) limitations on 





1 See report of the Committee on Economie Security, hearings before the Committee on Ways and Means, 
75th Cong., Ist sess., p. 41. 
2 Social Security Act, title I, sec. 2 (b), 
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the value of various kinds of property, (2) responsibility of relatives 
for support, and (3) the definition and the proof of “need.” 2* Ascer- 
tainment of the facts relating to these conditions is made through the 

means test.” This test involves an inquiry® into several phases of 
an applicant’s personal affairs.‘ ; 

In all but 1 State the minimum age requirement is 65 years. 
Colorado grants old-age assistance to persons aged 60-64 with 35 years’ 
residence in the State but the Federal Government does not share 
the expenditures for assistance to those under 65. Residence require- 
ments vary from State to State. One State pays assistance regardless 
of the length of time the individual has resided in the State. Another 
imposes the full residence requirement permitted under the Social 
Security Act. United States citizenship is required in some States 
but not in others. 

1. Property limitations —aAll plans specify maximum amounts of 
various kinds of property an applicant may own and still receive 
further consideration for old-age assistance. These include limita- 
tions on cash savings, the cash-surrender value of insurance, the value 
of other liquid assets, and real estate. 

The maximum values an individual may own and yet qualify as a 
needy person vary from State to State.6 In New Hampshire, for 
example, an applicant is not eligible if his net equity in real property 
exceeds $1,000, or if he has personal property worth more than $300. 

In Oklahoma, a recipient of old-age assistance may own a home up 
to $8,000 in value, or 40 acres in area, plus other personal property not 
to exceed $350 for an individual or $500 for a couple.® 

Minnesota limits property ownership to $7,500 in real property 
plus $800 in cash or liquid assets for a single recipient and $1,450 for 
a couple.” 

Nebraska permits ownership of a home “in keeping with the neigh- 
borhood” and liquid assets not to exceed $500 per recipient.’ 

In New Jersey there is no fixed dollar limitation on real property 
used as a home. Most other property, real and personal, must be 
liquidated within 6 months.® 

Individuals applying for old-age assistance who have property in 
excess of the limitations prescribed in the State plan are, if these 
provisions are effectively enforced, ineligible for old-age assistance. 

2. Responsibility of relatives—In applying the means test, some 
State plans require a determination as to whether the individual has 
close relatives who could support the applicant. Provisions relating 
to relatives’ responsibilities fall into three broad classes. In the first 
group are those laws which provide that assistance may be granted to 
the individual but that the State may make recovery through court 
action against the relatives who are named responsible. In the 





2s Congress intended that, subject to the few general standards enumerated above, each State should 
determine the character and reach of its assistance programs. 

3 The extent of enforcement has varied among States and even within a State. See Analysis of the Socia} 
Security System, hearings before a subcommittee of the Committee on Ways and Means, House of Repre- 
sentatives, 83d Cong., Ist sess., pt. 4, p. 603; pt. 5, pp. 682, 684, and 687-688. All subsequent references in 
this report to these documents will be cited as “hearings”’. 3 ; 

4 Regulations of the Bureau of Public Assistance require the State plan to provide for a reconsideration 
once every 12 months of all conditions of eligibility, including at least 1 personal interview, to determine 
that the recipient continues to satisfy all such conditions. See Handbook of Public Assistance Administra- 
tion, sec. 2231, 2 b. Ba ‘ =e 

§ For a complete listing of the property limitations in each of the 48 State plans as of July 1, 1951, see 
hearings, appendix I, pp. 1188-1189. 

6 See testimony in hearings, pt. 4, p. 536. 

1? See testimony in hearings, pt. 5, p. 820. 

§ See testimony in hearings, pt. 4, p. 623. 

* See testimony in hearings, pt. 5, p. 746. 
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second group are those provisions which affect eligibility only to the 
extent support actually is rendered by that responsible relative. The 
third class of provisions finds the applicant ineligible if there are 
relatives “legally liable and able to support him,’ ’ regardless of 
whether that support is actually forthcoming.” 

Data were presented in the hearings which showed the number of 
assistance rec ‘ipie nts per 1,000 aged population in those States which 
had relatives’ responsibility laws. As of July 1, 1951, 15 States had 
no condition of eligibility involving relatives’ responsibility, 8 States 
had such provisions but no lien and/or rec overy law, and 25 States had 
both types of laws. The data for the 8 States did not disclose that a 
relatives’ responsibility law, without lien or recovery, resulted in a 
lower caseload. Public opinion and the degree of enforcement may 
be a partial explanation. One welfare director stated that because 
of public opinion, the relatives’ responsibility law was “practically 
ignored” and later repealed." 

Another welfare director testified that repeal of a relatives’ respon- 
sibility law in his State resulted in a larger case load and in higher 
assistance costs."* The part that lien or recovery plays in the assist- 
ance process and the effect on the caseload will be considered on 
page 8. 

3. The determination of need.—In discussing need, the Social 
Security Board in its Annual Report for 1941, page 126, wrote: 

Economie need * * * bears a relationship to both the requirements [of living] 
— the resources of the individual and not to resources alone or to requirements 
alone. 

Thus a lack of resources to meet established requirements fof living] determines 
that need exists. A comparison between established requirements andi all avail- 
able income and other resources determines the deficit in resources and the amount 
of assistance needed." 

While the definition of need is left to each State, the Federal law 
requires that ‘“‘the State agency shall, in determining need, take into 
consideration any other income and resources of an individual claiming 
old-age assistance.’’ 

Thus, the State plan must provide for a determination of each 
individual’s living requirements, his resources, and his net need. 

In making this budget deficiency determination, each State sets up 
a standard of essential living requirements for an aged person, a 
standard likely to be defined differently in each State. One may 
include food, shelter, clothing, light and heat, and little if any more. 
Another may also provide for all needed medical car e, recreation, and 
many special items, such as laundry for the invalided or telephone 
service for the isolated according to the special circumstances of the 
person concerned. 

The State standards may prescribe a fixed dollar amount allowable 
for some budget items and a maximum, or a range between a stated 
minimum and maximum, for others. Occasionally they set forth that 
every aged individual in the State requires the same total amount for 
his “‘content of living.” Ordinarily the standards permit variable 
budget item amounts related directly to the wants of the individual 
applicants. 





10 For more detailed information see hearings, pt. 3, pp. 353-355, 
! See hearings, pt. 4, p. 536. 

12 See hearings, pt. 3, pp. 438-439. 

13 Quoted in hearings, pt. 3, p. 364. 

14 See Social Security Act as amended, title I, sec. 2 (a) (7). 

15 See testimony in hearings, pt. 3, p. 365. 
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The budget deficiency process establishes the money value of the 
applicant’s income and resources. The amount of income and the 
value of resources available to the individual to meet his monthly 
requirements are deducted from the total requirements. The 
remainder is the “budget deficit.’’ 

To illustrate, an individual’s need might be determined in the 
following manner: 


Monthly budgeted living requirements: 


CALE SE BD ee ae ee eee au digen sees Eee 
See oe ee, oak ek <2 __ 20.00 
Clothing____- pti : ass tlie: Oe i 5. 50 
Utilities (light and heat) 6 : “is ie a Ieee 
Household equipment__- 8 Pet rs ; re 3. 00 
Medicine_.__.___- tte : : ‘ 3. 00 
Fersonal tems. ..........- slates : 16. 50 
oven sevens Penuisements.... 2... 3 sk cee ee $83. 50 
Less income and available resources: 
Wage from part-time work- : Pee re eer 
Assistance from son__- ; 7 10 00 
Shelter value of home, less taxes and maintenance _- 2b hoes 8. 00 
Food produced on farm, less cost of production____ lb fa 
Total income and resources___________ etiale ett. oot ees 44. 00 
The need, or budget deficit, is._____________ i eh eae 39. 50 


In the example above, the individual’s necessary items of living re- 
quirements exceed his income and resources and he is, therefore, found 
to be in “need.”’ The budget deficit is considered the extent to which 
he is in ‘‘need” and becomes the basis for determining his old-age 
assistance payment. If this applicant is not found ineligible because 
of ownership of property above the limitations or because of the exist- 
ence of responsible relatives who could support him (if the State has 
specific limitations), he has a conditional right to assistance under the 
State statute. If his income and available resources should exceed 
the State standard of requirements, the applicant is deemed not to be 
in “need” and hence not eligible for assistance. 

As may be observed from the illustration above, “resources’’ con- 
sisting of the income and assets of the applicant affect his ability to 
meet his living requirements and may be in cash or “in kind.” An 
aged person may receive cash income from employment, private or 
public old-age income plans, sale of home-produced articles, rental 
income, and perhaps contributions from relatives or other sources. 
Income “in kind” includes any living requirements available to him 
in a form other than money. The most common forms of income in 
kind are shelter derived from his ownership of a home or in the home 
of relatives or friends, and food produced on a farm or garden or 
contributed by friends or relatives 

The level of total requirements and the extent to which resources 
are given effect in the computation of need vary widely from State to 
State. The definitions of “living requirements’ ” and “resources” are 
left to each State and are of crucial importance in relation to the 
number of aged found to be in “need,” the amount of assistance pay- 
ment, and the total costs of the assistance program. Variations in the 
definitions account in substantial measure for the wide range from 
State to State in the — of the total aged population receiving 
old-age assistance. In June 1953 that proportion ranged from 599 
OAA recipients per 1,000 aged persons in Louisiana to 49 recipients 








8 SOCIAL SECURITY AFTER 18 YEARS 


per 1,000 aged persons in New Jersey. (A full discussion of various 
= bearing on the relative size of the caseload may be found on 
page 15-20.) One witness in the hearings testified with respect to 
these variations as follows 


Some States specify legally aaa relatives of applicants for public assist- 
ance and require maximum support from such relatives before aid is given, while 
other States give no consideration to this resource. Some States file liens on the 
property of assistance recipients and other States do not. Some States expect 
otherwise eligible applicants to work if employment is available and suitable to 
their capabilities, while others do not follow this practice. There is great varia- 
tion between States in liquid assets, life insurance, and other personal property, 
permitted to be held by the applicant, which affects tremendously the number of 
persons qualifying for aid and, therefore, the amount of Federal funds made 
available to the different States for public-assistance purposes.!® 


There are also variations between States in the general attitude to 
the concept of need. This is indicated by legislation enacted in 1953 
on the consideration to be given income in determining eligibility for 
assistance and the amount of the assistant grant. 


* 


* * The Florida Legislature determined that, in arriving at the amount of 
assistance an individual is to receive, the State welfare department should not 
consider the benefits derived from livestock and garden produce that are used only 
for consumption by the applicant and his family.!7 

* * * Tn Colorado a constitutional amendment is to be voted upon at the next 
general election to permit income to be disregarded in old-age assistance. The 
proposal would make the legislation inoperative if the Federal law does not permit 
such disregarding of income in an approved assistance plan. 

Under legislation adopted in Missouri, the State welfare department is to dis- 
regard whatever earned income is permitted under Federal legislation for old-age 
assistance, aid to dependent children, and aid to the permanently and totally 
disabled. Nebraska adopted a similar provision for old-age assistance. 

The legislatures of five States—California, New Mexico, Oregon, Washington, 
and Wisconsin—adopted resolutions recommending to Congress that the Federal 
law be changed to permit the States to disregard income of assistance recipients 
in programs other than aid to the blind without loss of Federal funds. * * *18 


Other States enacted legislation to insure more nearly complete 
consideration of the income of assistance recipients. 

* * * Connecticut legislation gives the commissioner of welfare authority to 
require the attendance and testimony of employers who refuse to disclose infor- 
mation on wages paid. A penalty is imposed for failure to comply. Vermont 
provided authority for the State welfare department to obtain information from 
banks and other organizations concerning the resources of assistance recipients. 

In Pennsylvania an amendment to the unemployment insurance law provides 
that the State agency administering that program shall, on notification by the 
State welfare department, forward to the welfare department benefit checks equal 
to the amount of public assistance paid to an individual for necessities furnished 
him, his spouse, or his dependents during the time he was unemployed and eligible 
for unemployment insurance benefits. * * *1 

An additional and significant feature in the process of approving 
payment to an applicant for assistance is the operation of the lien and 
recovery laws in those States which have such a statute on the books. 
In determining the applicant’s budget deficiency or need, all plans 
give consideration to the use which an individual derives from his real 
property in meeting his living requirements. In none of the 53 plans 
is an applicant required to dispose of his home and use up in living the 
proceeds from such sale before he is found eligible for assistance. In 37 
of these jurisdictions, however, there are provisions enabling the State 
to recoup as much as possible of the assistance granted to the applicant. 





16 See testimony, hearings, pt. 4, pp. 603-604. 

1? See Social Security Bulletin, January 1954, State Publie Assistance Legislation, 1953, p. 3. 
18 See the same, p. 4. 

” The same. 
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This recovery is made after the death of the recipient, and usually 
after the death of any dependents. These provisions are known as 
the lien and recovery laws. 

There are two reasons advanced for such statutes. One is that old- 
age assistance is intended for the care of aged persons in need but not 
in a manner enabling them to pass on their property intact as a gift or 
inheritance to persons who had not provided support during the 
declining years of the recipient. The other reason offered is that, in 
the absence of relatives who are willing or able to support the aged 
person, the State has taken the place of the children, or other relatives 
by providing support. Therefore, at the time of liquidation of the 
recipient’s estate, the State should occupy the position of the children 
to the extent that assistance was provided.” 

The existence on the statute books of lien or recovery laws results in 
a smaller caseload and a lower cost than would otherwise obtain. 
Testimony and other evidence presented in the hearings revealed that 
a principal effect of the lien law was to act as a deterrent on aged 
persons applying for old-age assistance.”! 

The “right” to public assistance 

Our complex society largely depends on various “rights.” For 
example, mention is frequently made of an inherent “right” —derived 
perhaps from our concept of human or natural rights. There are also 
others, including constitutional, property, vested, contractual, statu- 
tory, conditional, and civil rights.” 

Various government publications have often stated that public 
assistance is “paid as a matter of right based on a showing of need.” 
In view of this myriad of “rights,” it is not surprising that we find 
‘paid as a matter of right’’ variously interpreted in different parts of 
the country. We learned in the hearings in 1953 that many people 
had come to believe they were entitled to old-age assistance, for 
example, as a matter of right regardless of need on reaching age 65. 
The director of the Department of Public Welfare for South Carolina 
testified that— 

* * * it requires constant interpretation on the part of all workers to the many 
persons in the community who feel that it is a matter of right, that if is not. 

* * * * * * * 

For instance, we find it necessary in many instances to explain to, we will say, 
wealthy sons or well-off sons or other wealthy relatives, that old-age assistance is 
not just a matter of right; that it is an assistance program and a conditional 
program; * * *2 

The director of public welfare for the State of Oklahoma testified 
in the hearings as follows: 

I have found in Oklahoma that many people are misinformed as to the mean- 
ing of the statutory right to assistance. A great majority of these people over 
65 years of age, and many who are under 65, are still of the opinion that Okla- 
homa adopted a social-security law that gave them a right to assistance upon 
reaching their 65th birthday, regardless of need. It is true that the social workers 
have had to constantly interpret that this is a program based upon need. 

Chairman Curtts. Is that misunderstanding among the public something that 
occurs on rare occasions, or does it happen occasionally in every community? 

Mr. Raper. I would say it is very general.” 





20 For more detailed information see hearings, pt. 3, pp. 352-353 and p. 358; pt. 4, p. 626; and pt. 5, p. 758, 

2 For more detailed information see hearings, pt. 3, pp. 348 and 364; pt. 4, p. 622; pt. 5, pp. 744, 758, and 819. 

22 If one side of a coin is a “right,” the obverse side is an “‘obligation.”” In the case of a statutory right 
the obligation rests upon the government which passed the particular law. 

% See hearings, pt. 3, p. 436. 

% Hearings, pt. 4, Pp. 530. 
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A similar belief is widely held in Louisiana. Two independent and 
competent scholars who have been engaged in a thorough study of 
publie assistance in that State testified before the subcommittee in 
1953 as follows: 

Mr. Frencu. * * * insofar as the population of the State is concerned, I 
think there is no doubt that it is considered very much as a right. You would 
have no difficulty, I think, in reaching that conclusion. 

If you were to talk to anyone in or out of the legislature, it is just considered 
that it is something that people have a right to get, and men who have run for 
public office in our State have repeated this over and over again. * * * 

* + + * * 4 * 

Mr. Carmon. * * * The attitude expressed by parish officers is one indi- 
cation also. This is straight from our discussions with parish directors—that old- 
age assistance is considered to be a pension program in Louisiana, and the em- 
phasis on need is underplayed considerably.”5 

The commissioner of public welfare in Minnesota indicated a 
similar attitude prevailed in that State. In the hearings of 1953 he 
reported as follows: 

Mr. LigrRFALLoM. * * * we have found that the public as a whole more 
or less develops its own ideas, as to whether there should be pensions, or what 
the old-age assistance payment means. To many of them it means ‘‘pension”’ in 
return for taxes paid over the years; ‘“‘pension” for being a good citizen and hav- 
ing pioneered the country; cleared the forests, and all those things which we hear 
quoted so liberally during legislative time and election campaigns.?® 

A special commission, appointed by the Governor of Rhode Island, 
expressed similar views as follows: 

It should be the privilege of every aged person to retire when he wishes to do so, 
or when he has to do so, without fear of economic disaster. 

7 ad ok * * * * 

People who have spent their working lives as productive citizens, as fathers and 
mothers, as builders of our communities, should be assured of retirement income 
sufficient for a modest, American standard of living.?7 

Official Government publications, instructions from the Bureau of 
Public Assistance to regional, State, and local welfare workers, and 
“unofficial”’ study reports of the Bureau have doubtless played some 
part in the growth of this public attitude that aged persons, for 
example, have an unqualified right to assistance. A 1945 publication 
of the Bureau of Public Assistance entitled ““Common Human Needs” 
stresses the notion that the individual has an inherent, unqualified 
right to public assistance.” This basic idea is implicit in the following 
guidance for social workers: 

If we public assistance workers have a deep conviction ourselves that every 
individual has a rightful claim on society for assistance in time of need, we will 
reach out to help the person establish eligibility with an attitude which expresses 
our confidence in his application.?® 





25 See hearings, pt. 5, pp. 678-679 

% See hearings, pt. 5, Dp. 814 

27 See Old Age in Rhode Island, Report of the Governor’s Cenmission to Study Problems of the Aged, 
State of Rhode Island and Providence Plantations (July 1953), pp. 41, 72. 

% Common Human Needs, an Interpretation for Staff in Public Assistance Agencies. The foreword of 
the publication states “‘Supervisors and training consultants in State agencies have emphasized the need for 
training materials which would widen and deepen the staff’s understanding of individuals and would form 
the basis for developing skill in administering services which intimately touch people’s lives. To meet 
these urgent requests, the present discussion of common human needs has been prepared by Charlotte 
Towle in consultation with the staff of the Bureau. * * * Supervisory personnel and persons with special 
responsibility for staff training will find the material of particular value in planning and conducting training 
sessions as well as in the less formal day-to-day individual and group conferences. Only as this content 
stimulates study, becomes a basis for discussion, and is thoughtfully applied, will it fully realize its educa- 
tional aim.” 

* Common Human Needs, Public Assistance Report No. 8, p. 22. 
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At another point the Bureau’s pamphlet asserts: 


If, as public assistance administrators, we have genuine conviction as to the 
applicant's rightful claim on society in time of need, if our feelings about this 
principle are not divided, we will be inclined to think and feel in terms of the 
applicant’s needs and be less protective of the taxpayer. 


If assistance is a matter of right then it is logical to assume that 
there is a presumption that every applicant is qualified for old-age 
assistance until it is proved specifically that he is not qualified. Thus, 
a publication of the Bureau states: 

It is essential that the applicant feels that in our eyes he is eligible until proved 
ineligible.*! 

As a part of this assumption that the applicant is qualified until he 
is proved ineligible, the Bureau of Public Assistance urges that the 
States consider the applicant to be the primary source of information 
concerning his eligibility. The Handbook of Public Assistance (sec. 
2241), prepared by and published by the Bureau of Public Assistance, 
advises the States as follows: 


The applicant as the primary source of information: By using the applicant as 
the primary source of information in determining eligibility as described in 
IV-2232, payments can be made promptly with no sacrifice of essential legal or 
administrative responsibility and without loss of Federal financial participation 
in initial payments. States are urged to simplify the initial exploration of 
eligibility in order not only to complete that part of the application process 
promptly but also to take advantage of increased assurance of Federal financial 
participation in initial payments. 

* * * * * * * 

The use of the applicant as the primary source of information in determining 
eligibility means that the exploration of the facts concerning eligibility is a joint 
responsibility of the applicant and the worker, and that, in general, a determina- 
tion of eligibility can be made by the agency on the basis of facts supplied by the 
applicant. 


Another part of the same section provides: 


An agency that desires to determine eligibility by using the applicant as the 
primary source of information to the fullest extent will include in its suggested 
sources of acceptable information, pertinent and consistent details presented 
orally by the applicant concerning his current circumstances or his personal 
and family history which, when related to other known facts and combined with 
the observations of the worker, substantiate the applicant’s assertions concerning 
specific conditions of eligibility. 

* * * * * * * 

The worker takes no step in the operation of eligibility in which the applicant 
does not agree. 

Thus, the assumption of an unqualified right is made an integral part 
of the crucial application process. 

These statements by employees of the Bureau of Public Assistance 
do not make clear that any right to assistance is only derived from the 
statute and is not inherent. ‘The implication tacitly conveyed is that 
the right is natural, inherent, and unqualified. 

If it is accepted that public assistance is an inherent right, then the 
case worker “will be inclined to think and feel in terms of the appli- 
cant’s need and be less protective of the taxpayer.” * This guidance 
circulated by the Bureau of Public Assistance is significant because it 
means that the social worker in administering old-age assistance will 
place the interest of the applicant first and the rights and interests of 





® The same, p. 23. 
4 The same, p. 22. 
2 The same, p. 23. 
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the taxpayer second. The publication of the Bureau from which this 
advice was quoted specifically goes on to say: 

If, however, we are in conflict in our thinking about the individual’s right to 
public assistance, we may fear the community’s attitude toward our spending 
and, instead of assuming responsibility for interpretation of the applicant’s need, 
we may ease our fears by silently conserving public funds at the recipient’s im- 


ie e, and the community’s eventual, cost. We may then give our services 
grudgingly, inadequately, short-sightedly. In such instances, the negative feeling 
of the ‘aul for the agency may mount to such an extent that the agency 
experience in the long run is destructive for him.% 


A conception that the aged individual has an unqualified “right” 
to public assistance will, directly or indirectly, affect the numbers 
receiving such aid and the total cost. We noted above the widespread 
public belief in Oklahoma that old-age assistance is a pension to which 
an aged person is automatically entitled on reaching age 65. As a 
result, practically no attention was given to the relative-responsibilityv 
at then on the statute books. These requirements were later 

ealed.“* Similarly, a broad interpretation of the “right’’ to old-age 
assistance by the case workers in Louisiana has resulted in little or no 
investigation with respect to the property resources of the applicant 
in the determination of his eligibility for assistance.* 

It is clear that, unless there is a specific definition of the word 
“right”? and this definition is widely understood, the boundaries and 
contents of the word “right” are likely to become increasingly more 
inclusive. In the hearings of 1953, the Associate Director of the 
Bureau of Publie Assistance cleared away much of the confusion as to 
the nature ot the right to public assistance. She observed that this 
right is conditional in nature and statutory in origin.™ 

\ clear understanding of the nature of the “right”? to assistance 
is Important to any applicant, and also to the country as a whole. 
A moment’s reflection will reveal that a “right’’ to assistance is 
important to the individual applicant because it is a right to some- 
thing of value—cash benefits. Since it is a conditional right, the 
applicant for assistance must meet certain conditions of eligibility in 
order to become entitled to receive a cash payment. Moreover, the 
recipient of assistance must continue to meet the conditions of eligi- 
bilitv in order to exercise that “right”? to benefits in the future. 
Since it is a statutory “right,’”’ the underlving conditions of eligibility 
and also the value of the “right’’—expressed in terms of cash benefits 
may be changed at anv time by the sovereign government. A right 
to ass-stance as defined, understood, and administered, is important 
to the people as a whole because of its direct and indirect effect on 
the total costs of each assistance program. 

This matter of “right”? again arises in connection with the benefits 
under the title II program. Because there is a widespread miscon- 
ception as to - nature of the right to title I] benefits, attention will 
be given to it in chapter III. In chapter IV, we will compare the 
character of the “ ght’? to benefits under public assistance with that 
to title Il benefits to determine any fundamental similarities or con- 
trasts. 

33 The same, p. 23 
4 See testimony in hearings, pt. 4, p. 536 


85 See testimony in hearings, pt 
% See hearings, pt. 3, p. 421 
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Benefits 

Old-age assistance as originally defined in the Social Seeurity Act 
of 1935 meant “‘money payments to needy aged individuals.” While 
this is still its principal meaning, the 1950 amendments provided for 
direct payments to physicians and others who furnish specified medi- 
cal or other remedial care in behalf of the needy aged? Some States 
had been making such payments out of their own funds in previous 
years but, with these amendments, such payments became subject to 
Federal participation. 

The public assistance grant—that is, the cash payment to an indi- 
vidual or for his medical care *““—is based on the amount of assist- 
ance needed, determined by the budget deficiency method. (See pp. 
6-7.) In a few States the amount determined by this method is 
not fully met by the cash grant. The scope or magnitude of the 
State’s “standard of living requirements” in relation to the amount 
of State and local funds appropriated for this purpose is a determining 
factor in this regard.** 

This old-age assistance program has always involved Federal partici- 
pation in the cash payments to individuals, with a ceiling placed on 
the amount of participation. At the present time, the Federal Gov- 
ernment supplies on the average $20 of the first $25 and half of the 
next $30, or a maximum of $35 in a $55 monthly payment. It should 
be noted that the Federal act does not limit the amount of money that 
a State may pay over and above its share called for in the participation 
arrangement. 

The participation formula has been amended 4 times since 1935— 
in 1939, 1946, 1948, and again in 1952. In each case, the maximum 
subject to Federal participation has been increased, and in the last 
three amendments both the amount and the proportion of the maxi- 
mum subject to participation from Federal funds has been increased. 

Congress has amended the formula in this manner in order that 
old-age assistance recipients would receive larger monthly grants. 
The data below show the average old-age assistance grants to indi- 
viduals in the month of June 1940 and 1953 for selected States and for 
the United States as a whole. 


June 1940 June 1953 June 1940 | June 1953 
United States $19. 92 $49.48 Minnesota $20. 99 $45. 28 
Arkansas 7. 56 32. 25 Nebraska 16.51 43. 23 
California 37. 95 6Y. 39 New Jersey 20. 49 59. 85 
Colorado 33. 57 78.70 | Oklahoma 17.72 65. 88 
Louisiana 11.89 51.19 | Virginia 9, 82 2%. 74 
Massachusetts 28. 51 66. 70 


As may be seen from the figures above, the average monthly grant 
in June 1940 ranged from a low of $7.56 in Arkansas to a high of 
$37.95 iv California and amounted to $19.92 for the eatire United 
States. Between 1940 and 1953, the maximum grant subject to 
Federal participation has been increased from $40 to $55, and the 
maximum potential Federal participation has been raised from $20 to 


3? See Social Security Act, title I, sec. 6 / 

37a [t ma’ oe Not’. in passing that the grant to the individual is a gift or gratuity and is therefore not 
subj et t) the Fe icral income tax — 

38 See heari igs, appendix I, p. 1161, for further details C 

3% Data are from the Department of Health, Education, and Welfare. Figures for all States for these and 


selected intervening years are given in the appendix, p. ov. 
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$35. The figures show that average grants in June 1953 ranged from 
a low of $26.74 in Virginia to a high of $78.70 in Colorado, and the 
average for the United States as a whole was $49.48.° It may be 
observed that these average monthly payment figures do not reflect 
the total income on which an old-age assistance recipient has on the 
average to live. These cash payments are granted to cover all or part 
of the balance of his living requirements after allowance for his 
resources and other income. These items may include financial help 
from relatives, money from the liquidation of some property, the 
rental value derived through living in his own home, food grown on 
his property, earnings from odd jobs, and any old- age income such 
as Federal old-age and survivors insurance benefits." 


Costs and financing 


As was indicated earlier, State and local governments did not have 
sufficient fiscal resources in the mid-1930’s to meet their sharply 
rising relief burdens. To provide financial assistance to three cate- 
gories of needy people, Federal grants-in-aid were offered to each State, 
if matched by State or by State and local funds. These groups of 
persons were the needy aged, needy dependent children, and needy 
blind. We are here concerned with the costs and financing of the 
program providing assistance to the needy aged. 

Total costs for old-age assistance payments and for administration 
have increased greatly in the period 1940 to 1952. The figures showing 
the rise in aggregate costs in millions of dollars for the old-age assist- 
ance programs of the 48 States and 3 other governmental juris- 
dictions @ are as follows for specified calendar years: * 



















{In millions] 


1940 


The data show that over this 12-year period total expenditures have 
risen from $500 million to $1.6 billion. 

While the proportion of the total supplied by the Federal Govern- 
ment has increased very slightly from approximately 49 to 53 percent, 
in absolute terms the rise has been from $246 million to $858 million, 
or 249 percent. The data above include payments to individuals in 
excess of the maximum grants subject to Federal participation. If 
the figures were adjusted to show only those expenditures in which 
there was sharing, the Federal participation in 1952 would be in the 
neighborhood of 60 percent. 

Over this span of years, the aged population of the United States 
increased from 9 million in 1940 to an estimated 13.1 million in 1952, 
or roughly 45 percent. The number receiving old-age assistance 





#” Puerto Rico and the Virgin Islands were added to the old-age assistance program by the 1950 amend 
ments. For purposes of comparability, the United States average for June 1953 has been calculated exclusive 
of the figures for these 2 island possessions. 

«: For more complete discussion see pp. 6-7. 

« These are the District of Columbia, Alaska, and Hawaii. 

*’ Data are from the Department of Health, Education, and Welfare. For detailed figures by States, 
see hearings, appendix I, pp. 1167 and 1171. 

“ These data include assistance payments made in excess of the maximum subject to Federal participation. 
Payments above the ceiling are from State, or State and Jocal funds. 
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meanwhile increased from 2,066,000 in December 1940 to 2,640,000 
in December 1952,® or slightly less than 30 percent. During this 
same period of years, the number of aged persons drawing benefits 
under the permanent program, Federal old-age and survivors insur- 
ance benefits, rose from 147,000 in December 1940 to 3,825,000 in 
December 1952. Since title II benefit payments were initiated in 
1940, the rise in the number of beneficiaries naturally was much 
greater than the growth in the total aged population. — 

The foregoing data show that the number of aged drawing benefits 
under the ee program, title II, has increased very materially 
but that the number receiving payments under old-age assistance * 
has risen less percentagewise than the growth in the aged population. 
Despite this relatively smaller increase in the number of old-age 
assistance recipients, total costs for this grant-in-aid program have 
increased by over 200 percent. 

Several factors account for this increase in the costs of old-age 
assistance. It is impossible to measure exactly the effect of the 
various influences on total expenditures, but, in addition to the exten- 
sive rise in the cost of living, (of 90 percent), probably the two other 
most important elements have been the conditions of eligibility pre- 
scribed in each State plan, together with the implementing regulations, 
and congressional changes in the Federal participating formula for 
financial support. 

The discussion and analysis on pages 4-12 have indicated how the 
conditions of eligibility, the definitions of resources, the regulations and 
the administration of these provisions in each of the State programs 
affect the number of individuals found to be eligible for old-age 
assistance cash grants “ and the level of cash payments made. The 
product of these factors determines the total expenditures for old-age 
assistance in each of the States, which in turn form the basis for 
automatically determining ” the aggregate Federal grants-in-aid. 

The Federal participation formula exerts its influence directly on 
total expenditures.” This formula has been liberalized three times 
since the amendments of 1939 to provide more funds to all States, 
particularly to States whose average payments were relatively low. 
It should be noted that, because of the extensive rise in the cost of 
living, it was hoped that all States would increase the amount of indi- 
vidual monthly cash grants. Before showing the bearing of the 
formula on costs we will first briefly describe the manner in which it 
operates and how it was liberalized. 


45 Includes grants for vendor payments for medical care only, for 11,202 individuals. _ 

«© The peak in the number on the old-age assistance rolls of 2,810,000 was reached in September 1950. 

“ In recent years roughly 10 percent of aged beneficiaries under title II have also received cash grants 
under old-age assistance. 


4 Congressman BAKER. Miss Goowin, does the Federal Government have no jurisdiction whatever in 
determing the number ofrecipients. * * * 
* * * * . . . 


Miss Goopwrn. (Associate Director, Bureau of Public Assistance), I think that it needs to be understood 
that the State agency determines who is to be eligible under its program. [hat in itself is the major factor in 
determining how many persons will come within the program in that State. It also determines the level of 
assistance that it expects to pay and defines what it regards as need. * * * (Hearings, pt. 3, p. 343.) L 

Under existing law and practice, Congress does not exercise the same kind of review and appraisal of 
the amount of money that is to be appropriated and spent in any 1 year for old-age assistance or for any other 
form of public assistance, as it exercises in connection with other requests for funds. The House Committee 
on Appropriations feels that it is precluded from reviewing on their merits requests for funds for such pur- 
poses. Thus, this committee reported to the House of Representatives that, ‘“The Committee on Appro- 
priations is powerless to control such items as grants for old-age assistance, aid to the blind, and so forth, 
as the only control is in the formula in the statute itself, and desires to express the hope that these matters 
may have the attention of the appropriate legislative committees of the Congress”’ (House Appropriations 
Committee report on Report of Labor, Federal Security Agency bill for 1948, 80th Cong. Ist sess., H. Rept. 
178. See p. 29.) , 

See testimony, hearings, pt. 3, pp. 342-343. 
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In its original program of old-age assistance, the Federal Govern- 
ment matched dollar for dollar the monthly cash grants to needy aged 
recipients with a ceiling placed at $30 on the grant subject to F ederal 
participation. The data below show how the changes in later years 
in the grants-in-aid formula have increased the maximum old-age 
assistance monthly payment subject to Federal participation. 


Effect of amendments to title I of the Social Security Act on Federal and State shares 
of maximum OAA payment subject to Federal participation } 


Maximum 
mount Federal State share 
ede 


Effective date of amendment subject to ahare (including 

Federal par- local 
ticipation 

Feb. 1, 1936 . $30 $15 $15 

Jan. 1, 1940 4() 2) 1) 

Oct. 1, 194 45 2 0 

Oct. 1, 1948 AQ 3) 0 

Oct. 1, 1952 55 7 20 

1} hearings, pt 378 


As may be seen from the table, the maximum amount subject to 
Federal participation has risen from $30 a month in 1935 to $55 a 
month and the Federal share has increased from $15 to $35. It should 
be noted that there has never been a provision in the Federal statute 
which prevented any State from making cash payments from State, 
or from State and local funds, to individuals in excess of the participat- 
ing maximum. In fact, a number of the States have regularly done so. 

In the process of legislative change, the original mate hing arrange- 
ment ees been discarded. By amendments in 1946, again in 1948, 
and again in 1952, the Federal Government has progressively raised 
the maximum subject to participation, and increased its overall share 
in this from 50 percent to something in excess of 60 percent. 

The table below shows how the formula provides a larger share of 
Federal funds for the maximum grant subject to participation. 


Le gislati e¢ h ronoloqy of provisions for Fede ral participation a pa /7e nts 
of old-age assistance 


Maximum 
amounts of 
individual 


monthly 
Legislation payments Federal share of expenditures within specified 
ea toOAA maximums to aged 


rec ipient < 
subject to 
Federal 
participation 


1935 original act_-_. $30 6. 

1939 amendments.._.- 40 | 4. 

1946 amendments... 45 | 34 of Ist $15 (average), plus 4 of the balance. 

1948 amend ments_.._._.-_- 50 | 34 of Ist $20 (average), plus 44 of the balance. 

1950 amendments 50 | 34 of Ist $20 (average), plus 4% of the ‘lance, 
Puerto Rico ? and Virgin Islands 3 30 | 

1952 amendments 4 55 | 46 of Ist $25 (average), plus 44 of the balance. 
Puerto Rico ? and Virgin Islands 3. (5) (5). 








1 Effective date of legislation: The 1935 original act was effective February 1936, the 1939 amendments in 
January 1940, and subsequent amendments in October of the year in which enacted. 

2? Maximum Federal payment in a fiscal year, $4,250,000, under titles I, IV, X, and XIV. 

* Maximum Federal payment in a fiscal year, $160,000, under titles I, IV, Oe and XIV. 

‘ The amendments expire Sept. 30, 1954. 

§ No change. 
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As MAY be observed from the table, the dollar for dollar matching 
was increased from a maximum of $30 to $40 with the 1939 amend- 
ments. hereafter the Federal share has steadily been increased for 
a portion of the grant, and the balance up to the maximum is on a 
matching basis.” In contrast with this steady increase in the Federal 
share, not only in percentage terms but in absolute terms, the maxi- 
mum amount required of the State has been held in this arrangement 
at $20 since 1939. 

The staggered grants-in-aid formula has a direct bearing on the 
level of total costs and has been changed by Congress in order to 
supply additional funds to all States, especially to those making cash 
payments which, on the average, are substantially below the United 
States average. Data show that certain States consistently have had 
relatively low average old-age assistance monthly payments to aged 
recipients and a higher proportion of their aged population on old-age 
assistance rolls. Examination of other data reveals that a compara- 
tively small portion of the aged in these States received Federal old-age 
and survivors insurance benefits, and that per capita income, viewed 
as a measure of taxpaying capacity, was low in comparison with that 
for other States. These facts have been analyzed in a manner to 
support greater Federal grants-in-aid, 

For example, we find that in June 1953 only 20 percent of the aged 
population in Georgia received Federal OASI benefits as compared 
with a national average of 32 percent. According to this analysis, we 
are likely to find a higher proportion of the aged in Georgia on the OAA 
rolls than is true for the country as a whole. The data show that such 
is the case, with 39 percent of Georgia’s aged population receiving OAA 
as compared with 19 percent for the United States. Georgia has had 
a relatively low per capita income, ranking 44th among all States in 
1947, 42d in 1949, and 42d in 1952. Because of the relatively large 
proportion of its aged on the OAA rolls and its low ‘‘taxpaying capac- 
ity,” (per capita income) the average cash grant is likely to be com- 
paratively low. We find such expectations confirmed with respect to 
average cash grants, with Georgia ranking 48th in 1947, 47th in 1949, 
and 42d in 1952. Data for other States could have been selected 
tending to show that the Federal OASI recipient rate and per capita 
income apparently explained the large portion of the aged population 
in a State on old-age assistance and the relatively small average cash 
grants. This line of analysis has induced Congress to increase the 
Federal share in the participating formula. 

The willingness or unwillingness of the people in a State to be taxed 
more for this program, however, may be of greater importance than 
the State’s OASI recipiency rate and per capita Income in explaining 
the numbers on the OAA rolls and level of average payment. Louisi- 
ana, for example, has likewise had a low proportion of its aged receiv- 
ing OASI benefits roughly 22 percent, as compared with 32 percent 
for the United States as a whole in June 1953. It has also had a high 
proportion on the OAA rolls—60 percent as compared with the United 
States average of 19 percent. In per capita income, Louisiana was 
42d in 1947, 40th in 1949, and 41st in 1952—in other words, exhibiting 
a relatively low taxpaying capacity. However, in average OAA cash 

8 The present participating arrangement May be described in general terms as follows: The Federal 


Government furnishes 80 percent of the first $25 of all monthly old-age assistance grants ina State, and 
half of the remaining $30 within the $55 limit for an individual. For a detailed description, see hearings, 


pt. 3, pp. 384-387. 
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grants, it advanced from 38th in 1947, to 17th in 1949 and ranked 
19th in 1952. In 1948, Louisiana passed a 2-percent sales tax ear- 
marked for the support of public welfare, the major share of which 
was devoted to OAA. Here the most significant factor appears to 
be a willingness on the part of the people to be taxed more heavily 
to support this specific program.* 

Oklahoma, with a similar experience in respect to its OASI recipi- 
ency rate, has a high proportion of its aged on the OAA rolls and a 
relatively low taxpaying capacity, as measured by per capita income, 
but nevertheless makes a comparatively high cash payment on the 
average to OAA recipients. In this instance, an earmarked sales tax 
was passed in 1936. The people in this State likewise indicated a 
willingness to be taxed for this program.™ 

The data for some States indicate that their people either are un- 
willing to pay more taxes for larger State activities, including public 
assistance, or else there is a consensus that the prevailing OAA cash 
grants are adequate.” In 1953, for example, Virginia had only 25 
percent of her aged receiving OASI as compared with the national 
average of 32 percent. Contrary to expectations, we find not a large 
portion of its aged are on the OAA rolls, but only 7 percent as com- 
pared with the national average of 19 percent. In average cash 
grants, Virginia ranked 44th in 1947 and 48th in 1949 and 1952. 
However, in per capita income, the State also ranked_relatively 
low, being 38th in 1947, 39th in 1949, and 35th in 1952. Since 1950, 
the State has had a statute on the books which provides “for a 
reduction in income taxes upon a surplus of tax receipts over the 
budget expenditures.” This resulted in a total tax saving to tax- 
payers in 1951 of roughly $10 million. Data for Maryland reveal a 
similar although not so striking a situation.” These facts clearly 
show a taxpaying capacity existed in these two States. The relatively 
low per capita income in Virginia did not reflect a low taxpaying 
capacity on the part of the residents of Virginia. Maryland had a 
much higher per capita income. One can only conclude that the 
people of these States were unwilling to be taxed more or they regarded 
the OAA payments as adequate. 

®@ Mr. WINN (counsel). Doctor, would you say, as a result of the earmarked tax and the high OAA re- 
cipiency rate, that despite the low per capita income and the relatively low OASI recipiency rate in 
Louisiana this program indicates that the people of Louisiana are willing to be taxed more to support this 
categorical program? 


Mr. FRENCH. I believe that you cannot come to any other conclusion * * * 
7 . 7 . . 7 . 


Mr. FRENCH. * * * The people voted for that program by voting for a candidate for governor. In that 
campaign it was indicated that the people of the State would have to pay for this program because the 
State had no surpluses to support such an expanded program and so the legislature under the leadership 
of that administration passed a 2 percent sales tax, the incidence of which bears very heavily upon the 
common people of the State of Louisiana, and so one can only conclude, I believe, that it was an open case 
of willingness to be taxed to support this particular program (hearings, pt. 5, pp. 691-692). 

a s o « ~ . 


Mr. WINN. Then actually what you are saying about Louisiana is that, despite a relatively small pro- 
portion of the aged population receiving old-age and survivors insurance benefits and despite a low per 
capita income, Louisiana has paid a high old-age assistances cash payment as a result of a willingness on the 
part of the people of the State of Louisiana to be taxed more for this program; is that not correct? 

Miss Geppes (Chief, Division of Program Statistics and Analysis, Bureau of Public Assistance, Social 
Security Administration). That is correct (hearings, pt. 3, p. 414). 

See hearings, pt. 4, pp. 531-532. 

% In the 1953 hearings, the Associate Director of the Bureau of Public Assistance testified that after the 
Federal participation share in the formula was increased in 1952, ‘‘Some States had ample funds and were 
already paying at a level which they felt was adequate, and did not believe it was necessary or desirable 
to increase individual payments.” See hearings, pt. 3, pp. 379-380 

® See hearings, pt. 3, pp. 414-416. 

© For detailed testimony, see hearings, pt. 3, pp. 402-416. 

"* As we noted earlier, Congress intended that each assistance plan be geared to the conditions within 
each State. In part this was because the necessary “living requirements” vary substantially between 
industrial States and agricultural States, and also between urban areas and rural regions within a State. 
In consequence, we would expect to find the average cash payments materially lower in agricultural States 
as compared with those that are highly industrialized. 
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There are other factors, of course, which have influenced the cost of 
OAA. The rise in the cost of living of 90 percent from 1940 to 1952 
has meant larger payments to meet the same degree of individual need. 
The expansion of coverage, liberalization of the eligibility require- 
ments, and the large benefit increases in the 1950 amendments to 
title If and the further raises in benefits in the 1952 amendments to 
this title have had an effect directly or indirectly on OAA costs. The 
benefit increases resulted chiefly in lowering the amount of OAA 
assistance to those persons drawing benefits under both programs.™ 
However, expanded coverage and liberalized eligibility conditions 
under the 1950 amendments to Federal old-age and survivors insur- 
ance benefits will reduce the OAA caseload rather gradually. This is 
because roughly half of the OAA recipients were of such an age that 
probably few could take advantage of the easier work requirements 
to qualify for OASI benefits. In the period December 1952 to May 
1953 roughly 30 percent of the OAA recipients were 70 to 74 years of 
age and 50 percent were 75 and over.*® The expanded coverage and 
liberalized eligibility conditions in the 1954 amendments to Federal 
old-age and survivors insurance benefits will similarly lighten the 
OAA caseload very slowly. 

lhe composite effect of these various factors—including eligibility 
conditions of State plans, the rise in the cost of living, the Federal 
participation formula, the willingness or unwillingness of persons of 
each of the States to be taxed more for government programs or for 
public assistance specifically, and a consensus within a State that the 
prevailing OAA cash grant is adequate—is reflected directly or in- 
directly in the amount the Federal Government pays to each State 
for OAA. 

The map on page 19 shows the amount of Federal grants-in-aid to 
each State in 1952 for OAA. A comparison of any pair of States with 
approximately equal aged population and reasonably similar eco- 
nomic characteristics reveals the manner in which these various factors 
have affected Federal financial support for OAA. 

Chairman Curtis. I see one thing on this map that I would like to call attention 
to and that is my own State of Nebraska as compared with its neighbor on the 
west, Colorado. I think I am quite familiar with the economy of both States. 
I find that Nebraska has 137,000 aged people, that 21,000 are recipients of old-age 
assistance, and that the Federal Government is sending in $7 million for that 
purpose. 

Colorado has a smaller population. They have an aged population of 122,000 
but they have 48,000 recipients of old-age assistance or almost 2}> times as many. 
The Federal taxpayers over the United States are sending into that State $1744 
million. 

I think that is quite significant because our economies are not identical but they 
are not too much different, and not too much different in the application of 
OASI which in due time we will show with a similar chart. 

I would also like to call attention to the fact that the State with the largest num- 
ber on old-age assistance of their population, Louisiana, has 193,000 aged persons, 
while my State had 137,000. It is not half again as large. There are six times 
as many aged persons receiving assistance in Louisiana as in Nebraska, and the 
Federal Government is contributing to this program in Louisiana $42.9 million. 

A similar comparison might be made between Oklahoma and Kansas. The 
aged population is so close. Kansas has 203,000 aged persons, Oklahoma has 
206,000. 

Kansas has 37,000 recipients, Oklahoma has 95,000 recipients. The Federal 
Government pays into Kansas $12.7 million and into Oklahoma $33.2 million. 

8 ‘*The bulk of all [OAA] cases with increased [OASI] benefits continued to need assistance but their 
payments were usually reduced.”’ See Public Assistance: Effect of the Increase in the Current Old-Age and 


Survivors Benefits, Social Security Bulletin, September 1951, p. 5. 
® Data are from the Department of Health, Education, and Welfare. See hearings, appendix I, p. 1181. 
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In other words, of an approximately equal aged population, Oklahoma has 
about 2 times as many on OAA.® 

The financing of Federal-State public-assistance programs, includ- 
ing OAA, has been a joint undertaking since their inception. The 
draft on Federal funds and on State and local tax revenues for OAA 
has increased from $500 million in 1940 to $1.6 billion in 1952. The 
State and local funds are derived from a wide range of taxes—in 
some States, such as Oklahoma and Louisiana, financial support is 
provided wholly from earmarked sales taxes, but in others by drafts 
on general tax revenues. A very modest form of capacity-to-pay 
taxes is employed in a few States. 

Federal grants-in-aid are appropriated from the general funds of 
the United States Treasury. During the war years, of course, a 
very substantial part of these was obtained by borrowing, but during 
the 3 fiscal years 1950-53 not more than roughly 5 percent have been 
derived in this manner. Approximately 40 percent of the general 
funds of the Treasury for the fiscal years 1950-53 represented receipts 
from graduated individual income taxes—levied in relation to the 
capacity of individuals to pay—and the remaining 55 percent have 
been receipts from corporate income taxes and excises on a miscellany 
of commodities, consumer goods and services. The dollars in the 
general funds are indistinguishable as to their specific souree, whether 
from one tax or another, or borrowed. Thus, of the $860 million of 
Federal funds for old-age assistance in 1952 (see table on p. 14), 
about $350 million may be attributed to capacity-to-pay taxes. 
This is approximately 22 percent of the $1.6 billion total expenditure 
that year. Making some allowance for State and local funds from 
this type of tax, probably 25 percent of these expenditures might be 
said to have been financed by capacity-to-pay taxes. 





® See hearings, pt. 3, pp. 341-342. 








Il, AID TO DEPENDENT CHILDREN 


Title [V—-Aid to Dependent Children—was developed to meet a 
growing problem. Prior to 1935, 45 States had plans in operation 
providing financial help to needy children. These plans were gener- 
ally known as mother’s aid. By 1935 there were more fatherless- 
children families on Federal emergency relief rolls than were on the 
State and locally financed mother’s-aid programs. It was contended 
at the time that the need existing among fatherless children was not of 
an emergency character since this kind of situation would continue 
even with the return of prosperity. Moreover, the contemplated 
termination of Federal-relief programs would throw the entire cost of 
care for those families upon State and local governments. Since less 
than one-half of the local government units authorized to grant 
mothers’ aid were actually doing so, it was argued that Federal grants- 
in-aid and increased State financial participation were essential to 
meet the problem effectively. 

The purpose, therefore, of aid to dependent children was to offer 
such grants-in-aid to any State which set up an assistance program 
to provide financial help for all needy children deprived of parental 
support or care who were living in the home of an adult relative. 
Title TV was enacted in 1935 to carry out this objective. By 1940, 1 
Territory, Hawaii; 40 States; and the District of Columbia had 
developed aid-to-dependent-children programs. At the present time 
aid-to-dependent-children plans are in effect in all States, Territories, 
and possessions, with the single exception of Nevada. 

In this chapter we will present facts concerning the conditions of 
eligibility, benefits, and the costs and method of financing the programs 
under title IV. 


Conditions of eligibility 
Eligibility consists of meeting certain conditions in order to acquire 
a “‘right”’ to assistance. The Social Security Act lays down four con- 
ditions for receipt of aid to dependent children. The dependent child 
must be— 
1. In need; 
2. Under 16 years of age, or under 18 if attending school; * 
3. Deprived of parental support or care; and 
4. Living with a relative of specified degree in the home 
maintained by one or more of such relatives. 
The Federal law further provides that the State may not impose a 
residence requirement which denies aid to a child— 
1. Who has resided in the State for 1 year immediately preced- 
ing the application for aid; or 
2. If less than 1 year of age, is living with a relative who has 
— in the State for 1 year immediately preceding the child’s 
irth. 


$1 Prior to 1940, Federal] funds could not be used for aid to children 16 years of age or older. 
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All other conditions of eligibility, including the determination of 
“need,” are left to each State in setting up its plan, provided by State 
law and by implementing regulations. The discussion on the “means 
test” in the chapter on old-age assistance (see pp. 4-7) shows the nature 
of these conditions and how the ‘‘need’’ is established. The aid to 
dependent children programs employ the same budget deficiency 
method of determining ‘‘need’’—a process which involves a ‘‘standard 
of living requirements,” evaluation of the resources and income of the 
applicant, and determination of the unsatisfied “need.” 

As was true in the case of old-age assistance, there are variations 
among the State plans with respect to “‘standard of living require- 
ments” and the treatment of “resources and income.” Employ- 
ability of the mother as a “resource’’ in determining ‘‘need’’ provides 
an example of differing interpretations. The position of the Bureau 
of Public Assistance in this respect has been that the mother should 
have the final decision whether or not she could hold a job. Some 
States, however, regard as a “resource” the employability of a mother 
where suitable work is available, providing her children are of a more 
mature age, in school, and suitable arrangements made for their 
care. 


The right to assistance 
This matter was fully discussed in the chapter on old-age assistance 
and the same general principles are applicable here. (See pp. 9-12.) 


Benefits 

The level of the aid to dependent children payment per child has 
been strongly influenced by the Federal grants-in-aid formula. To 
provide larger money payments to the child or children in the family, 
this participation arrangement has been amended upward four times 
since 1935. At the present time the maximum grant in which the 
Federal Government participates is $30 for the first needy dependent 
child in the family plus $30 for 1 adult caretaker, and $21 for each 
additional needy child in the family. The Federal participation 
amounts to 80 percent of the first $15 of each single grant plus 50 
percent of the balance. The effect of the participation formula on 
costs is discussed more fully in the next section. 

There has always been a wide range in the average aid to dependent 
children payments per family. The average assistance payment per 
family in States receiving Federal grants-in-aid in June 1940 ranged 
from $12.01 in Arkansas to $58.56 in Massachusetts, and by June 
1953, from $27.91 in Mississippi to $120.56 in Washington.™ 

The average monthly payment per family for the country as a 
whole increased from $31.74 in June 1940 to $87.10 in June 1953. 
The data for June 1953 include payments to the needy adult care- 
takers with whom dependent children were living. Grants to such 
persons were made subject to Federal participation by the amend- 
ments of 1950. Prior to this change, a number of States were making 
such payments from their own funds. 


Costs and financing 
We noted earlier that not all States developed aid to dependent 
children plans immediately following the passage of the Social Security 
Act of 1935. In fact, even in 1940, 7 States and 1 Territory had failed 
® See hearings, pt. 4, pp. 630-631. 


% See hearings, pt. 4, pp. 628 and 632. 
« See hearings, appendix I, table 126, p. 1134. 
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to do so and another State received Federal grants for only the last 
2 months of the calendar year. By 1952, one State, Nevada, still had 
not adopted a plan which would enable it to receive Federal partici- 
pation. However, it operated its own State plan for providing finan- 
cial aid to needy children. 

The overall costs for aid to dependent children have shown a very 
sharp increase since 1940. The data below show the rise in total 
expenditures for assistance payments and for administration, by source 
of funds, for specified years. The figures in millions of dollars are as 





follows: © 
1940 1945 1952 
Federal $56.9 $320.8 
State 78.0 218.8 
Local 28.6 65.5 
Total mpwouwonbenka boa as Phin : 143.9 163. 5 605.1 


As may be seen in the table above, total costs have increased from 
roughly $145 million in 1940 to $605 million in 1952, or by approxi- 
mately 300 percent. The Federal share of aid to dependent children 
costs has grown by 450 percent as compared with 300 pereent for the 
States and 100 percent for local governments. The most striking 
fact revealed by these figures is that the bulk of the rise in total costs 
has taken place since 1945. 

Several factors, in addition to the rise in the cost of living, have 
accounted for this large rise in expenditures for aid to dependent 
children. Expenditures are, of course, the result of the amount of 
grants to individual cases and the numbers on the rolls. The data 
below show the numbers of persons receiving aid to ehildren grants 
for the month of June in three specified years. ‘The number of recip- 
ients in thousands are as follows: © 


June 1940 | Jeme 1945 June 1952 
Children : 835.0 646.8 | 1, 528. 1 
Adults 515.0 
Total... .. 835.0 646. 8 2, 043. 1 


One factor affecting the size of the caseload was the increase in the 
number of States and Territories adopting plans according to the 
standards of title IV and, therefore, subject to Federal participation. 
In 1940, there were 8 States, 2 possessions, and 1 Territory that received 
little or no funds. By 1952, all of these 11 jurisdictions, with the 
exception of Nevada, had developed plans involving Federal grants- 
in-aid. 

In 1940, the age ceiling was raised from 16 to 18 years and the 
number of needy children receiving cash grants rose during 1940-41 
by roughly 20 percent.” 

The figures above on the size of the caseload in 1940, 1945, and 1952 
show that the number of child recipients declined from 835,000 in 

6} Data are from the Department of Health, Education, and Welfare. See hearings, appendix I, 
pp. 1135-1136 and 1139 
% The data for these years and for June of other years, 1936 through 1953, are from the Department of 


Health, Education, and Welfare, and may be found in hearings, pt. 3, p. 204. 
6? The data for number of child recipients by months may be found in hearings, appendix I, pp. 1112-1113. 
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1940 to 647,000 in 1945 and then increased to 1.5 millions in 1952 
Thus, the rise from 1940 to 1952 has been strictly a postwar 
development. 

Liberalization in the conditions of eligibility in various States is 
the major factor explaining the rise in the caseload and, of course, 
in the growth in total expenditures. The Associate Director of the 
Bureau of Public Assistance said: 

Most of the early plans for eid to dependent children simply carried over from 
the old mothers’ sid programs, which included primarily only children whose 
parents were desd or permonently out of the picture. As the program hes 
developed more, the St»tes hs.ve tended to inelude more of the situstions in which 
children are temporsrily disadventaged by the absence of the father or an in- 
capacity which is not 2 permanent incapacity.® 
It may be noted that there are 3 underlying causes for needy child 
dependency. These arise from loss of parental support or care by 
reason of (1) death of the father, (2) his continued absence from the 
home, or (3) physical or mental incapacity of a parent. The only 
available data show that the number of families receiving aid to de- 
pendent children as a result of death of the father have decreased 
from 138,000 in 1942 to 133,000 in 1951. This decrease may be 
attributable in substantial measure to the expansion in benefit pay- 
ments to orphaned or dependent children under the title Il program. 
This is the only area in which aid to dependent children and Federal 
old-age and survivors insurance benefits overlap. Dependency occa- 
sioned by incapacitation of the parent has increased in the period 1942 
to 1951 from 82,000 to 152,000 and the number of families receiving 
aid to dependent children as a result of the father’s absence from the 
home has increased from 145,000 to 326,000. 

It may be observed that the most significant cause in the rise in the 
numbers of families on aid to dependent children rolls is absence of 
the father from the home and that desertion or abandonment by the 
father is the chief explanation.” 

The increase in child dependency due to desertion of the father has 
given rise to serious concern among the States. Forty-six States 
have legislated reciprocal arrangements ‘“* * * designed to cateh up 
with the person who shirks his legal hability for suppert by absconding 
across State lines.” 7! This legislation has been in effect for too short 
a period to provide statistical information on the results obtained in 
reducing child dependency from this cause. Moreover, its greatest 
effect may prove to be deterrent in character and, therefore, not sub- 
ject to measurement.” It was observed in the hearings that the aid 
to dependent children benefits in some States were sufficie ntly large 
to families with several children to act as an inducement for fathers 


to claim disability or to desert their families.” Testimony before the 
Senate Finance Committee in 1950 indicates that this incentive to 
desertion is not a recent development.”* Another factor contribut- 


ing to the rise in the number aided, and thus in total cost, has been a 
change in a condition of eligibility in the 1950 amendments to title 
IV. This was the liberalization which made cash payments to the 
adult caretaker of needy dependent children subject to Federal par- 


* See hearings, pt. 3, p. 299 4 

6° These data are from the Department of Health, Education, and Welfare and may be found in the hear- 
ings, pt. 3, p. 303. 

70 See hearings, pt. 3, pp. 301-304; also pt. 4, p. 362. 

! Hearings, pt. 3, p. 307, exhibit 44 

72 See hearings, pt 4,p 540 


73 See hearings, pt. 5, pp. 690-691 
% See the statement of the R ight Reverend Mon signor tg O'Grady, secretary, National Conference 
of Catholic Charities, in Social Security Revision hearings, Senate Finance Committee, 8ist Cong., 2d 


sess., vol. 1, p. 605. 
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ticipation. The data on page 24 show that there were 515,000 such 
adults receiving aid to dependent children cash grants in connection 
with care for needy dependent children.” 

The third major factor contributing to the increase in cost has 
been the rise in the amount of cash payment per recipient, influenced 
chiefly by the progressive advances in the Federal participation for- 
mula. The table below shows the congressional changes in this 
formula from the original act through the 1952 amendments. 


Changes in the Federal Participation Formula! 


Maximum amounts of individual 
monthly payments subject to 
Federal participation 





___| Federal share of expenditures within 


Legislation * specified maximums 


| Each addi- 
1st child tional 
| | child 
oe  ——— ae | ES | 
1935 original act_............ Pies $12 | ’. 
1939 amendments..-..._._.-- Roe 12] . 
1946 amendments. .--....._.- $24... 15 | 34 of Ist $9 (average per child) plus 4% 
of the balance. 
1948 amendments... -.___- | ee 18 | % of 1st $12 (average per child) plus 4 
of the balance. 
1950 amendments--........- $27 plus $27 for 1 18 | % of Ist $12 ermeg per person) plus 
needy adult in each \% of the balance. 
family. 
Puerto Rico*® and Vir- | $18 12] %. 
gin Islands.‘ 
1952 amendments §.......... $30 plus $30 for 1 21 | 46 of Ist $15 roenne per person) plus 
needy adult in each ¥ of the balance. 
family. 
Puerto Rico? and Vir- | (6). .........-...--..- (8) (®). 
gin Islands.‘ 
! 
1 Hearings, 


2 Effective Eis Pes ation: The 1935 original act was effective February 1936, the 1939 amendments in 
January 1940, and subsequent amendments in October of the year in which enacted. 

* Maximum Federal payment in a fiscal year, under titles I, IV, X, and XIV, $4,250,000. 

4 Maximum Federal payment in a fiscal year, under titles I, IV, X, and XIV, $160,000. 

' The amendments expire Sept. 30, 1954. 

¢ No change. 
As may be observed, there is a ceiling placed on the amount in which 
the Federal Government participates and the ceiling is higher for the 
first child than is the case for any additional children. Moreover, 
the Federal participation has been progressively increased from one- 
third of the maximum of $18 for the first child and of the $12 maximum 
for each additional child provided in the original act to four-fifths of 
the first $15 and half of the next $15 for the first child, the same for 
one needy adult, and four-fifths of the first $15 and half of the next $6 
for each additional child in the family in 1952.”° The influence on the 
total cost resulting from the advances in the participation formula 
is indicated by the rise in the average cash payment per family for the 
country as a whole. This increase was from $31.74 in June 1940 to 
$87.10 in June 1953. 

The financing of aid to dependent children, like old-age assistance, 
has been a joint effort between the Federal Government on the one 
hand and State or State and local governments on the other hand. 
The sources of Federal participation are identical with those for old-age 
assistance; that is, from the general funds of the United States 
Treasury. Undoubtedly, a much smaller proportion of State and 
local financial support is raised by means of earmarked taxes. Thus, 
reliance is placed for the most part on appropriations from general State 
and local tax revenues. 


% For further discussion, see ‘Some Major Findings,” an interim staff report to the chairman (Decem- 
ber 23, 1953), appendix, pp. 61-62. 

% These maximums apply only to the Federal participation and do not prevent any State from making an 
additional payment in each case. 








Ill. FEDERAL OLD-AGE AND SURVIVORS INSURANCE 
BENEFITS 


Title I—Old-Age Assistance was designed to meet the existing 
problem of old-age dependency. Title Il—-Federal Old-Age Benefits 
was a program looking to the future. This was intended to be the 
permanent program for dealing with old-age depende ney and, thus, 
ultimately to take over \ irtually the full load of aged workers. Title 
IV—Aid to Dependent Children was, as noted earlier, concerned 
solely with the problem of child dependency, arising from a lack of 
parental care. The amendments to title II in 1939 extended its scope 
to dependents of retired workers and survivors of deceased workers. 
With this change, there was a comp lete ove rlap of title I] with title 
I so far as the classes of persons were involved, and a partial overlap 
with title LV. 

In this chapter, we will present facts with respect to basic changes 
in title If resulting from these amendments. As in the two preceding 
chapters, the order of presentation will deal with (1) conditions of 
eligibility, (2) the nature of the “right” to benefits, (3) benefits, and 
(4) the costs and method of financing. 


Conditions of eligibility 

To acquire a “right” to title II benefits, certain conditions of 
eligibility must be met. These include (1) a record of employment 
in any of the aexer al specified occupations; (2) a minimum average 
income in such jobs and for a specified minimum amount of time; (3) 
an age test; (4) for a “right” to survivor or dependents’ benefi ts, a 
close family relationship; and (5) for a person to exercise this ‘‘right”’ 
to benefits over the years, Fey must meet a continuing condition of 
eligibility known as the “work test. 

Coverage.—The first and basic condition for the building up of 
eligibility for OASI benefits by an individual for himself and mem- 
bers of his immediate family is that of his working in and having 
income from specified types of employment and self-employment in 
the United States and its principal possessions (and outside the 
United States, under certain conditions). 

When any person is engaged in employment and is receiving income 
subject to Federal Insurance Contributions Act taxation, he at least 
is working toward eligibility for title Il benefits. Whether he and 
members of his family eventually qualify for the benefits is dependent 
upon their satisfying a number of eligibility conditions, of which an 
essential one is that the individual must have earned a specified 
minimum amount of income during a qualifying length of time in 
employment covered by this program. 

Under the original 1935 Social Security Act, when title II was 
known as the Federal old-age benefits system, the coverage extended 
to a majority of the wage and salary jobs in private employment in 
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the United States. It was limited, however, to service of an em- 
ployee for his employer, as differentiated from self-employment. 
['ypes of employment excluded from the coverage of the program 
were the following: ” 

1. Agricultural labor. 

2. Domestic service in a private home. 

3. Casual labor not in the course of the employer’s trade or 
business. ; 

4. Maritime employment. 

5. Service in the employ of the United States Government and 
its instrumentalities. 

6. Service in the employ of State and local governmental units 
and their instrumentalities. 

7. Service in the employ “of a corporation, community chest, 
fund, or foundation, organized and operated exclusively for 
religious, charitable, scientific, literary, or educational purposes, 
or for the prevention of cruelty to children or animals, no part 
of the net earnings of which inures to the benefit of any private 
shareholder or individual.”’ 

8. Employment of individuals aged 65 and over. 

9. Self-employed. 

Furthermore, railroad employees, for whom the special railroad 
retirement system had been established by an act of Congress a few 
weeks after the passage of the Social Security Act, were taken out 
from under the title If program. 

In 1939 when the Social Security Act was largely rewritten and the 
old-age benefits system became the Federal old-age and survivors 
insurance benefits program (Public Law 379, 76th Cong.), coverage 
was expanded in some respects and clarified and restricted in other 
respects. The principal expansions of coverage were (1) the making 
of employment of persons aged 65 and over in covered areas of em- 
ployment subject to and taxable under the program, and (2) the 
bringing into coverage of maritime services on American vessels. 

Along with numerous technical clarifications of the types of em- 
ployment covered and not covered by the title II program, the 1939 
amendments specifically excluded from coverage certain types of 
service such as that of newsboys under the age of 18, certain types of 
commercial fishing, services of student nurses and interns under 
specified conditions, and the employment of a person by his son, 
daughter, or spouse, or the employment of a minor by his parent. 
The 1939 amendments also contained a new detailed definition of 
excluded agricultural labor and other new definitions of excluded 
services With respect to employment by foreign governments within 
the United States, services for voluntary employees’ beneficiary 
associations, and casual service for nonprofit associations. 

For 11 years there were no outright OASI coverage extensions 
(although wage credit rights were granted to war veterans in a manner 
that will be described later). In the Social Security Act Amendments 
of 1950, the following major occupational groups were covered by the 
program, beginning in 1951: 

a “Regularly employed” agricultural laborers, 

2. “Regularly employed”’ domestic workers. 





1 1935 Social Security Act: title I1, sec, 210 (b) and title VIII, sec. 811 (b). 
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3. Civilian employees of the Federal Government, with certain 
exceptions, in governmental service not already covered by civil 
service or other Federal retirement systems. 

4. Employees of State and local governments not already cov- 
ered by public retirement systems, on a permissive basis, subject 
to the option of the States and their subdivisions. 

5. Employees of nonprofit religious, charitable, educational, 
and similar organizations (exempt from income tax under sec. 
101 (6) of the Internal Revenue Code), on a permissive basis, 
subject to the option of the organizations and their employees by 
a two-thirds vote. 

6. Persons engaged in self-employment, with exceptions as to 
specified professions, the operating of farms, and certain other 
minor self-employment classifications. 

In addition to these major coverage expansions, the 1950 amend- 
ments brought into the program the employment outside the United 
States of citizens of the United States working as employees of Ameri- 
can employers. Other technical adjustments of definitions of covered 
employment were made. 

From a geographical standpoint, the operation of the OASI pro- 
gram was extended in 1950 to include Puerto Rico and the Virgin 
Islands. With this extension, the program was in effect, beginning in 
1951, in all of the continental United States, Alaska, Hawaii, the 
Virgin Islands, and Puerto Rico. 

There have been several coverage changes of a special nature affect- 

f € g g I 

ing war veterans and railroad employees. Under a 1946 amendment 
to the Social Security Act, any person who served in the active military 
or naval services after September 15, 1940, and before the date of 
termination of World War II and had been discharged, other than 
dishonorably, after at least 90 days of service (or had been discharged, 
because of a service-connected disability) was, in the event of death 
within 3 years of discharge, treated as being fully insured with an 
average monthly wage of $160. The purpose of this grant of insured 
status was to bridge the gap in respect to survivorship benefits only 
for servicemen until they could earn title [l-insured status in civilian 
employment. 

In 1950, a Title II military service credit of $160 a month was 
granted on a month-to-month basis for all types of benefits. The 
purpose now was to give World War II veterans the status they might 
have had if military service had not interfered with their employ- 
ment. The effective time period for the granting of this credit ran 
to July 24, 1947, and in 1952 and again in 1953, further time exten- 
sions were made. 

The net effect of these laws has been to extend coverage to persons 
in the Armed Forces by providing title Il wage credits for such 
service through the 15-year period from September 16, 1940, to July 
1955, and in connection with which no FICA taxes are paid. Orig- 
inally the cost of these special provisions for military service was paid 
for out of the general funds of the Treasury. Since the extensions 
under the amendments of 1950 and thereafter, however, costs have 
been charged to the trust fund. 

Amendments dealing somewhat indirectly with coverage under 
OASI of railroad workers came in 1946 and 1951. As has been 
indicated previously, railroad employment was excluded from OASI 








30 SOCIAL SECURITY AFTER 18 YEARS 


coverage when the railroad retirement system was created. Amend- 

ments to the Railroad Retirement Act in 1946 and 1951 represented 

steps in the direction of coordination of railroad retirement and 
title II benefit rights for persons with an employment history under 
the coverage of both programs. 

The first step was the 1946 introduction into the railroad retire- 
ment system of survivor benefits coordinated to a certain degree with 
those under title II. The more significant step was taken in 1951 
when, among other changes, it was provided that for deaths and 
retirements of persons with less than 10 years of railroad service, 
the wage credits for railroad service after 1936 are transferred to the 
OASI program for utilization in the payment of OASI benefits. In 
line with this and other interlocking arrangements, it is provided 
that financial interchanges will be made between the title I] and the 
railroad retirement programs that will have the effect of placing the 
trust fund of title II in the same position it would have been in if 
all railroad employment had always been covered by it 

In 1954, Congress again extended social security so that virtually 
universal coverage of jobs will be achiev ed beginning in 1955. These 
amendments covered the following me arg 

1. Self-emploved farm operators 

2. Self-employed professionals, including architects, engineers, ac- 
countants and funeral directors 

3. Ministers, Christian Science practitioners and members of most 
religious orders. (Persons in these occupations are covered 
on an individual elective basis.) 

1, State and local government employees already covered by a 
retirement plan, on a permissive basis, subject to the options 
of the State and their subdivisions. 

5. Certain farm workers and domestic workers who, because of 
the old complicated test of “regularly employed,” were un- 
able to obtain coverage. 

6. A miscellany of jobs, including fishing and related activities, 
homeworkers, American citizens employed abroad by 
American-owned subsidiaries incorporated in foreign coun- 
tries, and certain civilian employees of the Federal Govern- 
ment not under retirement systems. 

These amendments specifically exclude firemen and policemen under 

retirement plans, self-e mplove ‘d lawyers, and self-employed doctors, 

dentists and others in the medical prac tices. 

Eertent of coverage, 1955.—In consequence of the original 1935 
Social Security Act and subsequent amendments, what is the pros- 
pective title I] coverage of employment and self-employment as of 
1955? Several facts should be estan Title I] coverage follows the 
job, rather than the person. Because many people move into and 
out of the labor force and employment, the number who acquire wage 
or self-employment income credits in covered jobs during the vear 
will exceed the numbers emploved at any one time. The level of 
covered employme nt and self-employment = next vear is, of course, 
unknown. — jobs specifically excluded or not included may be 
estimated at roughly 2.5 millions. Thus, if ‘gainful employment in 
1955 averages 68 millions, the number of covered jobs would aggre- 
gate 65.5 millions. 
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In connection with this section on coverage, it should be noted 
that certain types of income do not meet the coverage conditions of 
eligibility. For example, investment income such as dividends and 
interest (unless received by a dealer in stocks and securities), rentals 
from real estate (unless received by a real estate dealer), and gains 
from the sale or exchange of capital assets are not acceptable for OASI 
coverage purposes. Hence, individuals whose income may be derived 
entirely from such sources cannot thereby acquire eligibility for 
Federal old-age and survivors insurance benefits. It has been noted 
that self-employment income is not creditable if it amounts to less 
than $400 in a taxable year for an individual. But if an individual 
has both taxable wage income and self-employment income, the self- 
employment income is taxable and creditable toward benefits only to 
the extent, if any, that the taxable wage income does not reach the 
annual taxable wage base limit of $4,200. In no instance is income of 
an individual in excess of $4,200 a year taxable for title IL purposes— 
except where he may have been employed by two or more employers in 
a year, in which case the employee (but not the employer) is entitled 
to a refund for the excess amount of taxes. 

Other conditions of eligibility 


The wage credit test.—E ligibility for all types of benefits is based 
upon someone’s earnings record. In the case of primary old-age bene- 
fits, the eligibility is based upon the individual’s own earnings record. 
The earnings record of the individual also provides the basis for eligi- 
bility for benefits of his dependents and survivors. 

The number of quarters of coverage standing to a person’s credit is 
the key to whether the wage credit test can be met. A quarter of 
coverage for a wage earner is a calendar quarter in which he has been 
paid sh or more in wages for services in employment covered by the 
social security program. For the self-employed person, a quarter of 
coverage is a calendar quarter for which he has been credited with 
$100 or more of self-employment income. 

No quarter after that in which a person died may be a quarter of 
coverage. Where covered wages, paid to a person in a calendar year 
after 1954, equal or exceed $4,200, or self-employment income or both 
self- employment income and wages in a taxable year equal $4,200, 
each quarter having any part falling in the calendar or taxable year 
is a quarter of cover: age. 

To be “fully insured,” a person who was living on or after Se ‘ptem- 
ber 1, 1950, must have not less than 1 quarter of coverage, acquired 
any time since 1936, for each 2 calendar quarters that have elapsed 
after 1950 or after the quarter in which he attained age 21 (whichever 
is later) and up to but excluding the quarter in which he attained age 65 
or died—except that he must have a minimum of 6 quarters of cover- 
age. When a person acquires 40 quarters of coverage, he is s “fully 
insured”’ for life, regardless of his employment experience thee after.” 

In connection with the recent extension of coverage, the 1954 
amendments provided an alternative method of acquiring a “fully 
insured” status. The law provides that anyone is ‘fully insured” 
at age 65, or at death, who has continuous coverage after 1954, and 
with a minimum of 6 quarters. This is a transitional device, benefiting 
chiefly elderly persons in jobs newly covered by the 1954 amendments, 


—_—$— 


§ This assumes, of course, that Congress does not change this condition of eligibility. 
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Under either method, he has satisfied this condition of eligibility, as 
now provided in the law. The “fully insured”’ status is necessary to 
establish eligibility for old-age primary benefits and to give eligibility 
to dependents and survivors for wife’s, widow’s, and parent’s benefits. 

To be ‘currently insured,” a person must have not less than 
6 quarters of coverage during the 13-quarter period ending with the 
quarter in which he died or with the quarter in which he became en- 
titled to old-age benefits. This, primarily, is a test of recent covered 
employment experience, and the general test of half of the elapsed 
time is not applicable. 

For a person to be eligible for a husband’s benefit, the aged wife 
upon whose earnings the benefit is based, must have been both “fully” 
and ‘“‘eurrently insured” at the time she became entitled to her own old- 
age benefit. Similarly, the deceased wife must hive been both fully 
and currently insured at the time of her death to give eligibility for 
benefits to a widower. 

For eligibility for survivor child’s and mother’s benefits and for 
lump-sum death payments, the person upon whose es nings the bene- 
fits are based needs to have been either “fully insured” or “currently 
insured’’, 

The existing conditions for the “fully insured” status, as adopted 
in 1950, are identical in pattern to those originated in 1939 except for a 
significant difference in the starting date of the elapsed period during 
which an individual must meet the general rule of being in covered 
employment at least half the time. Under the 1939 amendments, this 
starting date began with January 1, 1937. Under the 1950 amend- 
ments, the starting date begins with J anuary 1, 1951. 

This change in the starting date and other eligibility ramifications 
represent the ‘new start”’ of the 1950 legislation. 

In other words, prior to the September 1, 1950, effective date of 
the 1950 legislation, for a person to establish eligibility for benefits 
for himself and his survivors he had to have at least 1 quarter of 
coverage for each 2 calendar quarters elapsing between the end of 
1936 and the date of his death or attainment of age 65 (also a mini- 
mum of 6 such quarters of coverage). For example, the person who 
reached age 65 or died on August 31, 1950, had to have at least 27 
quarters of coverage (unless he was in early adulthood) in order to be 
fully insured and thus establish eligibility for himself or his survivors— 
since there would have been 54 full quarters elapsing. 

Under the “‘new start’ provisions of the 1950 legislation, however, 
the individual dying or reaching age 65 on or after September 1, 1950, 
needed only a minimum of 6 quarters of coverage, acquired any time 
after 1936, to establish the fully insured status, as did also the person 
living then who had previously attained age 65. Hence, the person 
aged 65 or over, living on September 1, 1950, or who died on September 
1, 1950, needed only 6 quarters of coverage to establish benefit eligi- 
bility, as contrasted to the individual who, on the day before, needed 
27 quarters of coverage. This was because the number of quarters 
elapsing after the end of 1950 was zero, and the required minimum of 
6 quarters of coverage represented “‘at least half” of a zero elapse of 
time. 

It should be noted that even though an individual had attained 
age 65 prior to September 1, 1950, but was still living, the “‘new start”’ 
on the basis of 6 quarters of coverage was available to him. Similarly, 
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quarters of coverage acquired after 1950 could be utilized by such 
individuals as well as previously acquired quarters of coverage. 

Except for the temporary device provided in the 1954 amendments, 
the number of required quarters of coverage to establish eligibility 
again becomes progressively larger. In other words, future bene- 
ficiaries have to meet the rule of having covered employment or self- 
employment for at least half the time (up to 40 quarters) elapsing 
after 1950. This means that at least 40 quarters of coverage will be 
needed to establish eligibility for retirement benefits by all persons 
who attain age 48 after 1953. Older persons will require a smaller 
number of quarters of coverage to be eligible for the retirement 
benefits. 

An illustration of one of the effects of the 1950 “‘new start” provision 
was that as of September 1, 1950, there were an estimated 675,000 
aged persons not previously eligible for benefits who became auto- 
matically eligible without having to work any more in covered employ- 
ment, since they already had the nec ‘essary 6 quarters of coverage.” 

Another illustration of the workings of the 1950 “new start” provi- 
sion is given by the following quotations™® from hearings of the 
Subcommittee on Social Security, the exchange being between the 
counsel for the subcommittee and the Acting Director of the Bureau 
of Old-Age and Survivors Insurance: 

Mr. Winn. Suppose an individual had worked 24 quarters, or 6 years, in covered 
employment, from January 1940 to January 1946, and died on January 1950 just 
before reaching age 65, would his widow, upon reaching age 65, be eligible for an 
old-age benefit? 

Mr. Batu. No. In the example you give he would not bave met the insured 
status requirement in effect at the time he died. He would have been required 
to have 26 quarters of coverage, and he actually had 24. 

Mr. Winn. Suppose an individual with exactly the same wage record, that is, 
24 quarters, or 6 years, in covered employment from January 1940 to January 
1946 died in January 1951, just before reaching age 65, would his widow upon 
reaching age 65 be eligible for an old-age benefit? 

Mr. Batu. Yes. 

Chairman Curtis. This is by operation of the aon0 moe idments, is it? 

Mr. Batu. Well, it is by operation of the fact, Mr. Chairman, that in the 1950 
amendments the cases of people who had already died prior to September 1, 
1950, were not picked up and there was really no going back and giving benefits 
to that group. 

The 1954 amendments corrected this situation by defining as 
“fully insured” any person who died before September 1, 1950 and 
after 1939 with at least 6 quarters of coverage. All survivors of such 
individuals are thereby eligible for survivors benefits. 

The broad general effect of the ‘‘new start’ provision, however, 
was that at least for the time being it abbreviated the period of cov- 
ered employment or self-employment necessary to establish eligibility 
to benefits to a minimum of 18 months and thus established a minimum 
of 18 months of covered employment as the dividing line between 
eligibility for benefits for many aged persons and noneligibility for 
benefits for the some 6 out of 10 aged persons who, at the end of 
1952, were neither drawing nor eligible for the benefits. 

The thinness of the line separating persons able to qualify for ben- 
efits with the minimum amount of coverage from the some 8 million 
aged persons unable to qualify for primary or secondary benefits is 
illustrated by the following exchange between the subcommittee 


Hearings, pt. 4, p. 656, 
® Hearings, pt. 4, p. 658, 
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counsel and the Acting Director of the Bureau of Old-Age and Sur- 
vivors Insurance: 


Mr. Wryn. Is it true that as of the end of 1952, 6 quarters of OASI coverage or 
18 months represented the minimum amount of service in OASI-covered employ- 
ment or self-employment that was required for a person to be fully insured? 

Mr. Batu. Yes; that is the extreme. 

Mr. Winn. At existing rates of taxation for OASI purposes, the total tax con- 
tributions in this instance would have been $4.50 paid by the employee and $4.50 
paid by the employer; is that correct? 

Mr. Bauu. Yes. 

Mr. WINN. May it be concluded, then, that amounts of wage credits which 
required the payment by an individual of $4.50 in taxes with the same amount 
by his employer could have meant the difference between eligibility for minimum 
benefits of $25 monthly and lack of eligibility for such benefits? 

Mr. Batu. Yes, Mr. Winn, in that extreme case. 

Mr. Winn. Actually, if a person had sume coverage experience but lacked the 
full six quarters’ wages, that would have required only a few cents in taxes, it 
could mean the difference between eligibility or lack of eligibility for benefits; 
is that not correct? 

Mr. Bauu. Yes. 

Mr. Winn. Is it also true that for a person at or beyond the retirement age in 
the latter part of 1952, employment for 18 months at a level wage of at least $300 
monthly requiring the payment of $162 in employer and employee OASI taxes 
could have qualified the individual to receive the maximum OASI benefits of $85 
per month? 


Mr. Banu. Yes Mr. Winn. You understand that situation is only possible for 


a limited period of time; that, for instance, people retiring now, becoming 65 and 
retiring now and qualifying on the maximum wages for that 6-qvarter period 
would not get the $85. That would be down to about $70.*! 


The 1954 amendments contain a temporary “new start” provision, 
Anyone is “fully insured”’ who dies or retires after 1954 providing all 
the elapsed quarters since that vear are quarters of coverage, with a 
minimum of 6 quarters required. This is a transitional provision, 
since anyone first covered by the 1954 amendments and with subse- 
quent continuous coverage who dies or reaches age 65 in the fourth 
quarter of 1958 or thereafter would be “fully insured”’ under the 1950 
‘new start”’ provision. 

The disability freeze.—The 1954 amendments added a new provision 
affecting the “insured status’ condition of eligibility. If a person 
has a “‘currently insured,” ‘‘fully insured” status, or both, and be- 
comes totally disabled for an extended period, he might over time 
lose his right to benefits for himself, his dependents or survivors. 
In these amendments Congress has provided that a person totally 
disabled could have his “insured status’ frozen at the time of dis- 
ablement. To qualify for this freeze, 6 of the last 13, and 20 of the 
last 40 quarters must have been quarters of coverage. Six months 
of total disability must have elapsed before the person may file for 
an application of disablement. This provision has been made retro- 
active for all who may have suffered extended total disability at any 
time since the third quarter of 1941, provided they are alive on 
July 1, 1955, and file a claim. 

The age test.—The tests of eligibility with respect to age are simple. 

An individual must have attained age 65 to be eligible for primary 
old-age benefits based upon his own earnings records or for husband’s, 
widow’s, widower’s, or parent’s benefits. For a wife’s benefit, the 
person must be aged 65 unless she has in her care a child entitled to a 
child’s benefit on the basis of her living aged husband’s earnings. 
The 65-year age limit is applicable alike to both males and females. 
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A child’s benefit, based upon the earnings of a deceased father or 
mother upon whom he had been dependent (or on the earnings of a 
living parent if the parent is beyond age 65 and drawing primary 
benefits) is payable only so long as the child is under the age of 18. 

Age is not a condition of eligibility for a mother’s benefit or lump- 
sum death payment. Similarly, the age at which a covered worker 
died makes no difference as to the eligibility for benefits of his 
survivors. ; , 

It is to be noted that a widow without an entitled child in her care 
cannot be eligible for benefits until she reaches age 65. 

Marital status and family relationship tests —The principal conditions 
with respect to marital status and other family relationships required 
to meet one of the conditions of eligibility for survivors’ or dependents’ 
benefits under the title II program are summarized below. 

Wife’s benefits: The applicant must be the wife of a wage earner 
(used here and hereafter as referring also to the self-employment 
“earner’’) who is himself entitled to primary old-age benefits on the 
basis of his own earnings. If she is under age 65, she must have a 
child in her care who is eligible for benefits on the basis of the father’s 
earnings. She must be the wage earner’s wife under the laws of the 
State of his domicile and be either (1) the natural mother of his son 
or daughter, born alive but not necessarily surviving, or (2) have been 
married to him not less than 3 years prior to her application for 
benefits. In any event, she must have been living with the husband 
at the time her application was filed. 

Husband’s benefits: The applicant must be the husband of a wage 
earner who was currently insured as well as “fully insured’”’ when she 
became eligible to primary old-age benefits in her own right; have been 
living with her when he filed his application, and have been receiving 
at least half of his support from her at the time she became entitled 
to her benefits. He must be her husband under laws of the State in 
which she is domiciled and also either must be the natural father of 
her child, born alive but not necessarily surviving, or must have been 
married to her for at least 3 years. 

Child’s benefits: The applicant must be the unmarried child of a 
wage earner who is eligible for a primary old-age benefit or of a wage 
xarner who died ‘‘fully” or “currently insured” after December 31, 
1939. The child also must have been dependent upon the wage 
earner when the application was filed or when the wage earner (who 
may be either the father or mother) died. 

Widow ’s benefits: The applicant must be the widow of a wage 
earner who died fully insured after December 31, 1939; must have 
been living with the husband at the time of his death, and must not 
have remarried (unless the later marriage was annulled). She must 
have been married to the wage earner for at least 1 year preceding 
his death; or be the mother of his child, born alive but not necessarily 
surviving; or have legally adopted his child while she was married 
to him and the child was under 18, or have been married to him 
when they both legally adopted a child under age 18. 

Widower’s benefits: The applicant must meet conditions as a 
widower identical to those outlined for widow’s benefits, plus the facts 
that he must have been receiving at least half of his support from the 
wage earner wife at the time of her death or at the time she became 
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entitled to primary benefits in her own right, that she must have been 
both “fully and currently insured,” and that she died after August 31, 
1950. 

Mother’s benefits: If the applicant is the widow of the wage earner, 
she must not have remarried, must have been living with him at 
the time of his death, and must have in her care a child of the wage 
earner’s who is entitled to child’s benefits. If she is the divorced 
former wife of the wage earner, she must have been receiving at least 
half her support from her former husband, the wage earner, at the 
time of his death, she must not have remarried and she must have in 
her care a child of the deceased wage earner entitled to child’s benefits. 

Parent’s benefits: The applicant must be the parent of a wage 
earner who died fully insured after 1939; he must have been receiving 
at least half his support from the wage earner at the time of the 
latter’s death, and he must not have married after the wage earner’s 
death. In addition, parent’s benefits are not payable if the wage 
earner (son or daughter) was survived, generally speaking, by a child 
or spouse immediately or potentially eligible for OASI benefits. 

The “‘work test.”—From the inception of the title IT program, one 
of its basic concepts has been that of conditioning the payment of 
benefits on an individual’s lack of employment income. As applied 
to aged beneficiaries, the ‘“‘work test,’ in effect, requires retirement 
as a condition of eligibility for benefits.® 

Beginning in 1955, the “work test”’ provides that no one who has 
met all other conditions for a right to primary, dependents, or sur- 
vivors benefits is = for benefits each month when earning more 
than $1,200 in a yea This test applies to earnings from employ- 
ment or self- ssiealhaitinass whether covered by title II or not, with 
certain special rules applicable to employment outside the United 
States. Dependents are not eligible for benefits, if the ‘insured 
person” fails to meet this retirement test. However, this ineligibility 
does not apply to those months in which the person earns no more 
than $80 in wages, or in which he renders no substantial services in 
self-employment. 

In the original 1935 act there was a prohibition against benefits 
being paid to any person receiving wages in regular employment. 
Under the 1939 amendments, the earnings limitation was fixed at 
$14.99 monthly in covered employment. It was increased to $50 
monthly by the 1950 amendments and $75 monthly by the 1952 
amendments. Beginning in 1951, the “work test’? was made not 
applicable to persons 75 or over, and the 1954 amendments reduced 
the age limit to 72, after 1954. 

The original 1935 Social Security Act did not provide for the em- 
ployment of a person beyond the age of 65. Primarily for the purpose 
of permitting a person beyond age 65 to accumulate earnings credits 
toward the establishment of eligibility for benefits, however, the 1939 
amendments recognized covered employment of an individual at any 
age to be acceptable toward eligibility. Such employment was also 
made subject to the FICA tax. This means that those who choose 
to continue to work are imeligible and must pay FICA taxes. By 
quitting work, they become eligible—and of course no longer pay 
FICA taxes. 


82 See hearings, pt. 5, pp. 696-730, for statement and testimony on this subject. 
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Studies by the Social Security Administration indicate that if the 
“work test” as a condition of eligibility were repealed, the long-range 
costs of the OASI program would be increased by approximately 15 
a and in 1954 these additional costs would aggregate $1.4 

illions. These costs would be incurred to pay benefits to those still 
working. 

a. ‘i aaa 

This presentation on the conditions of eligibility may be concluded 
by a summary statement showing the eligibility status of the United 
States population aged 14 years and over. The figures for the end of 
1952 are as follows: ® 


Wopvurmeer Gee Go ed Ones es 13, 305, 000 


Number drawing OASI benefits. -_..........-----.-------- 3, 824, 000 
Number “fully insured”! but not drawing primary benefits 

_ (presumably working) _...._-___-- ia a a tachi 1, 440, 000 

Number neither insured nor drawing benefits_______________- 8, 041, 000 

popmaison need 14-04. 2 kc. ee ee ea 102, 700, 000 

PONT “SUEY MONOD inns -cediaendaernanamiis sh ios co <e'asinnj | 
Number “uninsured” but with some earnings credited under 

ON Ea oe oo Sis occ ea Pee eee 22, 700, 000 


Number with no earnings credited under title II__.._....._.. 18, 100, 000 

1 A person “fully insured’? means that if he or she had died with that status, the immediate survivors 

could receive title II benefits providing they met the respective tests of eligibility as to family relationship, 

age, and the “‘work test.” ‘‘Fully insured” does not mean that the individual so identified necessarily had 
an eligibility for old-age benefits that would remain with him until he reached age 65. 

It may be observed that neither residence within the United States 
or its possessions nor American citizenship is a condition of eligibility 
in acquiring a right to benefits. It is for this reason that we find a 
substantial number of aged and child beneficiaries residing in various 
countries around the world.** However, if a noncitizen is to be 
deported, he loses his right to primary benefits. Any of his dependents 
or survivors, if residing in a foreign country, lose their right to benefits, 
The “right” to benefits 

During the 18 years in which title II of the Social Security Act has 
been in effect, a belief * has developed in the minds of many ia this 
country that title II benefits are paid as the result of a contractual 
obligation on the part of the United States Government.” Any such 
obligation would of necessity confer upon the beneficiary a contractual 
right to payment of the benefit specified.” This belief has been fos- 
tered to a considerable extent by publications and other statements of 
responsible officials of the Social Security Administration. 

Testimony and other evidence in the 1953 hearings clearly es- 
tablished that there is no contract involved in title Il of the Social 
Security Act.’ Moreover, it was shown that section 1104 of the act, 


83 See hearings, pt. 4, pp. 478 and 518. 

& For further information, see appendix, pp. 64-65 and also hearings, pt. 2, pp. 79-188, and appendix 
II, p. 1571. 

85 See hearings, pt. 6, pp. 966, 985-992, and 1010-1013. 

8 Lynch v. United States, 292 U.S. 571. See hearings, appendix 2, p. 1419. 

8? Such oft-repeated statements as ‘‘old-age and survivors insurance is insurance’ have doubtless contrib- 
uted to this belief. It may be observed that, whatever its structural similarities to “‘insurance’’ as that 
term has been understood in this country, title II as now established cannot provide insurance protection 
to any individual. Only through a contractual right can the individual surely look forward to the payment 
of a stated sum of money upon the occurrence of a specified event. This is the essence of insurance to any 
individual. For further discussion, see appendix, pp. 70-72. 

8 That this belief has been widely held isindisputable. For example, 2 Congressional committee minority 
reports reflect this view. (See appendix, pp. 70-72.) Since the insertion of a contractual right is all that is 
required, Congress if it so chose could consider the desirability of making this program insurance in fact, 
as well as in name. It should be noted, however, that sound improvements consistent with our national 
well-being are difficult to achieve, if such fundamental misconceptions are widespread. 

8 See hearings, pt. 6, pp. 912-923. 
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by which Congress retained ‘‘the right to alter, amend, or repeal 
any provision of this act’’ at any time had always been contained in 
the statute. Obviously, no contractual obligation on the part of the 
Government and no contractual right of a beneficiary could coexist 
with this reservation of power. Heretofore, these facts and their 
implications have not, for some reason, been conveyed to the public.” 

Once an individual meets the conditions of eligibility, he has a 
statutory, conditional right to receive title II benefits. This right 
continues so long as the statute creating the right is in effect and the 
individual can exercise this right so long as he continues to meet 
the conditions of eligibility. The value of this conditional right may 
be measured by the amount of benefits to which he is entitled. 

Since it is a statutory right, Congress may expand or reduce the 
conditions of eligibility and also the benefit values of the right.”! 
Moreover, Congress has changed each of these in both directions. 
These changes in the conditions of eligibility and in the benefit values 
of the rights have been retroactive in effect. That is, persons who 
have been in jobs covered by the act (and of course have paid the 
special taxes for a number of years), but were not yet eligible for 
benefits, were affected thenceforth. 

Some persons who had already become eligible for benefits and had 
been receiving them have subsequently been affected favorably, while 
other have been adversely affected. For example, the 1939 amend- 
ments prescribed new conditions of eligibility extending a conditional 
right to benefits to classes of persons theretofore not affected—such 
as dependent wives and survivors. The same amendments reduced 
the prospective benefit right of some persons.” 

The provision for lump-sum benefits amounting to 3% percent of 
the worker’s pay for the period of covered eee was repealed 
by these amendments and a materially smaller lump-sum payment 
substituted therefor. Thus, it may be seen that both the conditions 
of eligibility underlying the — and the benefit value of the right 
itself were changed by the 1939 amendments, although the character 
of the right—statutory and conditional—was not altered. 

Another example of how Congress by legislative action affected the 
right to title II benefits may be cited. It will be recalled that a bene- 
ficlary must continue to meet one condition of eligibilitvy—that is 
the condition contained in the “work test.’”’ By 1950 some persons 
drawing primary benefits had developed self-employment occupations. 
The 1950 amendments expanded coverage to certain self-employment 
occupations. In 1951 these persons found that, with the new condi- 
tions of eligibility, they no longer had a right to benefits, although 
thev had made no change themselves with respect to their productive 


See hearings, pt. 6, p. 995 

1 Congress has reduced the value of the statutory right in at least two other programs. In the Economy 
Act of 1933, it reduced the non-service-connected disability benefits to veterans by 15 percent—another 
tatutory conditional benefit program (see 48 Stat. 12-14, see. 1 (b),3 (b)). In the 1946 amendments to the 


Railroad Retirement plan, another so-called contributory social insurance program, Congress eliminated 
] p-sum “refund to contributors’? benefits, but restored them in 1948. In the 1951 amendments to 
Railroad Retirement, Congress raised all benefits, However, it reduced the increase for some 30,000 
beneficiaries also eligible, then or in the future, to title II benefits. This reduction affected only those 
whose railroad retirement benefits were based on service prior to 1937, but in no case was it to result in a 
benefit lower than received prior to these amendments. This reduction was eliminated retroactively in 
1954 

® We are here referring to persons not married at the time of retirement. This reduction in the prospective 
benefits has been justified by some by the e xplanation that these individuals were subject to the “risk of 
getting married,” and hence the greater family benefits resulted in a more valuable right. This is, of course, 
true for those single individuals who subsequently marry and have families. However, experience has 
shown that a substantial number of men and women go through life unwilling to swap single blessedness for 
married bliss. Such persons covered by the 1935 act had the benefit value of their rights reduced. 
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employment.” The only way these persons could again become 
eligible for benefits which they had been receiving up to this point was 
by changing their own way of life—that is, by ceasing their productive 
self employment.“ The 1954 amendments extended the “work test” 
to all earnings from any gainful occupation. Beginning in 1955, there 
will be situations where beneficiaries in nonecovered work will not have 
a right to benefits in the future—unless those earnings total $1,200 or 
less for the year. 

Thus, it may be seen that Congress has exercised its power contained 
in section 1104 to alter or amend any provision in the Social Security 
Act. Presumably such changes have been inade to meet changing 
social conditions as observed by Congress. However, such alterations 
could not have been made had the underlying right of the individual 
and the obligations of the Government been contractual in character. 

There are some persons who are devotees of the engaging semantics 
of the “contributory social insurance’ philosophy. These people 
contend that the special taxes are “contributions” and that by virtue 
of having paid ‘‘contributions” (FICA taxes), or such “contributions” 
having been made on his or her behalf, a special “luster” is given to 
their underlying right to benefits. They argue that the payment of 
title II benefits to persons for whom no “contributions” (FICA 
taxes) have been paid would violate a fundamental principle of 
“contributory social insurance” and would tend to destroy the 
system. 

This principle has already been violated in the title II program. For 
example a person who had retired by 1950 and was drawing a maxi- 
mum primary monthly benefit amounting to $45.60 found his benefit 
increased by the amendments in 1950, 1952 and 1954 to $88.50— 
a benefit increase of $42.90 in connection with which not 1 cent of 
“contribution” (FICA taxes) has ever been paid. Another example 
was the payment of title I] benefits to persons who were ruled by 
the Bureau of Old-Age and Survivors Insurance to be employees. 
The Bureau of Internal Revenue however had not collected any taxes 
from them or on their behalf because the Bureau employed a differ- 
ent definition of employee. It may be noted that the Bureau of 
OASI was upheld by the courts in their interpretation of the term 
“employee” and that such persons had an enforceable but conditional 
right to benefits. Another example is provided by the free title I] 
wage credits to servicemen. Some of these individuals have already 
retired and are drawing benefits although no “contributions” (FICA 
taxes) have been paid by them or on their behalf. 

This contributory principle has also been disregarded in railroad 
retirement, another so-called ‘‘contributory social insurance’’ program. 
When railroad retirement initiated benefits, payments were made to 
all retired railroad workers who had been receiving private pensions 
from their former employer railroad companies. Benefits were also 
paid to the thousands of aged railroad workers who retired immedi- 
ately after payments were started. No “contributions” (railroad 
retirement taxes) had been paid by or on behalf of any of these 
beneficiaries. 

% See hearings, pt. 6, pp. 985-992 a ” 
% Some have rationalized this by contending that these individuals are building toward a “right” of 


greater value. However, these persons were over 65 and receiving cash benefits. Any person at that stage 
in life must certainly regard ‘‘a bird in the hand to be worth two in the bush. 
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In an endeavor to add more substance and validity to this ‘‘right,”’ 
disciples of the “contributory social insurance”’ philosophy also con- 
tend that the beneficiaries have ‘‘bought and paid for’’ their benefits. 
No supporting explanation, evidence, or analysis has ever been forth- 
coming—but repetition of this slogan has gamed many believers. 

Of course, no one has ‘‘bought’’ anything. This was shown to be 
true, for example, in the case of the self-employed primary beneficiary 
who no longer had a “right’’ to benefits after January 1, 1951, while 
he earned too much in his newly-covered self-employment occupation. 

If “paid for’’ relates to the FICA taxes paid by a primary bene- 
ficiary compared with his aggregate primary benefits, the reader may 
draw his own conclusions from the facts presented below. 

A man aged 65 in 1954 with approximately $13,000 at 2% percent 
interest could, by using some of the capital and the interest earnings 
on the declining balance, have a $100 monthly retirement income for 
life. If he retired at 66 a slightly smaller principal sum would be 
required. And, if he were to receive $108.50, $85, $80, or $47 monthly 
(the maximum primary benefits in this case under the 1954, 1952 
1950, and 1939 amendments), still other principal sums at retirement 
would be necessary. 

An employee at the maximum covered wage pays most in FICA 
taxes in relation to his scheduled primary monthly benefit. For 
example, a man at a $100 monthly wage will pay $24 in FICA taxes 
in 1955 and is scheduled to receive $55 primary monthly benefits. 
A person at a $350 wage level will pay $84 in FICA taxes in 1955 
and, according to the present benefit schedule, will receive a primary 
monthly benefit of $108.50. Over many years, each will pay 
substantial total in FICA taxes. 

The act has always called for a periodic stepup in the tax rate. 
Under the 1939 amendment, the highest tax rate would have begun 
in 1949 and under the 1950 amendment, in 1970. Under the present 
law, the peak rate of 4 percent on each employee and 6 percent on 
the self-employed will also be reached in 1975. Thus, beginning in 
that year a worker with a $100 monthly wage will pay $48 a year, 
while the man with a $350 monthly wage will pay $168 annually, and 
the self-employed $252. The scheduled primary monthly benefits for 
these persons are $55, $108.50, and $108.50, respectively. Assuming 
the FICA taxes paid by the individual at the maximum covered wage 
level were accumulated for an entire working life at 2% percent interest 
compounded annually, the figures below reveal that, under the present 
act, a youth of 21 starting to work in 1975 at the maximum covered 
wage will, in 46 years, pay approximately the amount which would be 
required to provide him $108.50 in primary monthly benefits for life 
beginning at age 67. Based on the Standard Annuity Table of 
Mortality, the data below show for the amendments of 1939, 1950, 
1952, and 1954 the age at which such an individual could have retired 
and the year of retirement, under such conditions. 





1939 | 1950 1952 1954 
eaten nae 67. 97 68. 61 69. 45 67. 80 
I ti ncetnint ontnhatinunbnminetineanten 1995 2017 2018 2021 











SOCIAL SECURITY AFTER 18 YEARS 41 


These data clearly reveal that it will be a good many years—in fact 
more than half a century—before the first employee will have “paid 
for’ his primary benefit, in the sense that his FICA taxes accumulated 
at 2% percent compound interest would equal the “present value” of 
his future primary monthly benefits. For the self-employed individual 
who pays at a 50 percent higher rate, it will be a different story. 

We are here assuming no further congressional changes in the 
scheduled tax rates and benefits, and in conditions of eligibility. It 
should be noted that, by the amendments in 1950, Congress pushed 
back this date by 22 years—from 1995 to 2017; in the amendmenis 
2 years later, pushed it back another year; and in 1954, back three 
more years. No allowance has been made in these calculations for 
additional benefits, if any, to his dependents or survivors. 


Benefits 


The purpose of title II of the Social Security Act of 1935, and as 
amended, has been to meet a social problem of dependency by pro- 
viding benefits to persons who meet specified conditions of eligibility. 
In achieving this objective, Congress has never contemplated making 
these benefits large enough for a recipient to live without supple- 
mentation from his own resources. This supplementation has always 
been envisaged as including an individual’s home, invested savings, 
and various kinds of old-age income. 

Title II benefits have always been conceived of as a “first line of 
defense against dependency.” We will here consider the benefit 
provisions under the original act and subsequent amendments. 

The 1935 act.—The benefits provided under title II in the original 
act were markedly different than those now established in the statute 
today. This is true both as to the size of the benefits and as to the 
persons eligible to receive them. 

Under the 1935 act only retired workers covered by the act were 
eligible to receive title II monthly benefits. The size of the benefits 
was based on the length of the worker’s covered employment and the 
amount of his covered wage. Thus a worker in covered employment 
for 10 years with a total wage at the rate of $250 a month could, under 
the 1935 act, look forward to benefits at age 65 at the rate of $37.50 
per month; a worker with 20 years in covered employment at the rate 
of $250 per month would receive $56.25 per month while a worker 
with 40 years in covered employment whose wages during those 40 
years were at the rate of $250 per month would receive $81.25.” 

The statute then provided in cases where the covered worker had 
not received in benefits an amount equal to 3% percent of his total 
covered wages (which would always be somewhat more than what he 
bad paid in social-security taxes), his estate would receive the differ- 
ence between benefits received and that amount. For example, a 
worker in covered employment for 10 years with total wages amount- 
ing to $30,000 would have built up a fund of $1,050; after 20 years 
with wages totalling $60,000 his fund was $2,100; after 40 years his 
fund was $4,200. On the death of any of these workers before retire- 
ment, the estate would, of course, have received an amount equal to 
3% percent of his total covered wages.” 


% See hearings, pt. 6, p. 939. 
% See hearings, pt. 5, p. 832. 
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The 1939 act—The amendments of 1939 made three radical changes 
in the benefit picture of title II. The first was to broaden the con- 
ditions of eligibility to include monthly benefits for survivors and 
dependents of workers with covered wage records. The second related 
to the calculation of benefits and involved credit for a presumptive 
work record for the middle-aged and older workers for employment 
— to the time of first coverage. The third important change dras- 

tically reduced the lump-sum payment provision, so that no individual 

(or his estate) would receive an amount at least equal to what he had 
paid in special taxes. A change of lesser importance was the advance- 
ment of the date for initiating monthly benefit payments from 1942 
to 1940. 

By a change in conditions of eligibility, close relatives of persons 
with specified covered work records could become entitled to monthly 
benefits. These relatives included the wife or widow 65 years of age 
or over, the dependent children (under age of 18), the children of ¢ 
deceased worker and their mother regardless of her age, and dapeniant 
aged parents of a deceased worker if there were no surviving wife or 
child under 18. The amount of benefit to any one of these close 
relatives was based on the covered w age record of the worker. 

Credit for a presumptive work record prior to the date of first 
coverage was accomplished by the new method of calculating the 
primary benefit. It will be recalled that in the ical act the benefit 
was based on the total covered wage record. Under the 1939 amend- 
ments the primary benefit was determined on the basis of the average 
monthly covered wage. Thus the assumption was made that the wage 
record of a primary beneficiary was the same throughout his entire 
working life as that of his “average covered wage”’ for benefit purposes. 
Recognition for longer periods of actual coverage was retained through 
increasing the benefit by a small annual increment factor. This 
increment reflected the number of years of coverage in his work record. 

The modification of the lump-sum arrangement reflected a major 
change in the underlying principle. Originally, the lump-sum arrange- 
ment provided for the payment to the estate of the deceased retired 
worker an amount equal to 34 percent of his total covered wages less 
any old-age benefits received. In the case of a worker deceased before 
retirement the lump-sum amounted to 3% percent of the worker’s 
total covered wages. By the 1939 amendment, these lump-sum 
arrangements were repealed and the new arrangement substituted 
called for a payment equal to 6 times the calculated primary monthly 
benefit. 

Some downward adjustments were also made in the benefits sched- 
uled to be paid in the future. These reductions applied only to the 
retirement benefits of single individuals who would not become eli- 
gible for some 20 to 30 years or more. For instance, a single worker 
with 40 years in covered employment at a wage of $250 a month 
would have received on retirement under the 1935 act a primary ben- 
efit of $81.25 a month. Under the 1939 amendment his retirement 
benefit amounted to only $56 per month. The benefits for all workers 
who would probably re tire within the e nsuing 20 years were increased. 
It should be noted that these changes, both in conditions of eligibility 
and in the benefit value of the “right” to title II benefits, were made 
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by Congress pursuant to its retention of the power to amend, alter, 
or repeal any provision of the act. 

These changes in benefits and eligibility for benefits reflect a funda- 
mental shift in the basic character of the title II program. Origi- 
nally it involved monthly benefits to aged workers only—benefits 
related to the total wage record. The 1939 amendments redirected 
the program toward meeting a social problem of individual and family 
dependency. 

The 1950 amendments.—As noted in preceding sections, the 1950 
amendments dealt with broadened coverage, liberalized other condi- 
tions of eligibility to benefits, and raised benefits. The amounts of 
benefits for all those on the rolls by the end of 1950 were increased, on 
the average, by 77.5 percent in response to the large rise in the cost of 
living since 1939. A new benefit schedule on a somewhat higher plane 
was established for those whose covered earnings occurred for the most 
part or entirely after 1950. The lump-sum benefit was reduced to 
equal three times the primary benefit. 

The 1952 amendments.—An across-the-board increase in the benefit 
schedules was provided in the amendments of 1952. These increases 
are attributable to a further rise in the cost of living during the period 
1950-52. 

The 1954 amendments.—Benefits to all beneficiaries were again 
raised beginning in September 1954. Increases in primary benefits 
ranged from $5 to $13.50. 

It should be recognized that the increases in 1950 and 1952 and 
1954 again reflect the fundamental character of the title II program 
as one focused on the social problem of dependency arising either from 
a person reaching old age when he presumably can no longer support 
his dependents and himself by working, or from loss of income of the 
breadwinner through death. 

Amount of benefits.—All benefits * are determined on the basis of a 
primary benefit—that is the benefit calculated in relation to the 
covered worker’s wage record. In computing the average earnings 
record, as many as 5 years of low or zero earnings may be dropped 
out. Periods of total and extended disability are also disregarded in 
calculating the average earnings record. This provision was inserted 
so that one’s old age or survivor’s benefits would not be reduced on 
account of periods of zero earnings when disability prevented the 
individual from working and maintaining his earnings record. The 
primary benefit is equal to 55 percent of the first $110 of average 
covered monthly wage plus 20 percent of any additional amount up to 
and including $240, with a minimum of $30. The maximum family 
benefit is $200 or, if lower, 80 percent of the average wage (but in no 
case is the maximum lower than $50, or 1% times the primary benefit, 
whichever is smaller. The minimum family benefit is $30). The 
present schedule of benefits for dependents or survivors is as follows: 


EE We 6 oCtig ne ann ne Wbn we Sa 4 the primary benefit. 
pe Oe ee ' the wife’s primary benefit. 
For a child’s benefit (parents living) - - - ---- ¥4 the primary benefit. 





% The Bureau of Internal Revenue has ruled that title II lump-sum payments and also monthly benefits 
are not subject to Federal income taxes. For further information, see hearings, pt. 6, pp. 970-975. 
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lor an orphaned child (no other children) 4, the primary benefit. 
lor each of 2 or more orphaned children 1s the primary benefit plus % pri- 
mary amount among all children. 
Aged widow’s benefit % primary benefit. 
For aged widower _ 34 of the wife’s benefit. 
For a widowed mother (with 1 or % the primary benefit. 
more children under 18 
For an aged parent no closer % the primary henefit. 
relatives living 
Lump-sum payment 3 times the primary benefit, and 


with a maximum of $255. 


When title If monthly benefits were initiated in 1940, and at the 
end of the year, 222,000 were receiving benefits at a rate of $4 million 
a month. The data below show for the month of December 1952 
the various classes of monthly beneficiaries and the amount of their 
benefits for December 1953. These data are as follows: ™ 


Beneficiaric 


Jenefits paid 
in tl Ben i 


ak in millior 
sands 

( iw 2 $164.7 
A 1 wife or hushand ondar R88 4 0 
W \ r W ECO! i l 29. | 
mn 4 1.0 

M h econ y 4 9 

Chil secon I 1, 053 3 
ied AS 8 


The data in the table below show the distribution of benefit pay 
ments to persons according to their age. As may be observed, the 
share of total disbursements going to aged recipients has increased 
from 73 percent in 1940 to an estimated 83 percent in 1953. 


' 


Amount and percent distribution of OASI monthly benefits paid, by selected age 
groups and by calendar year, 1940-638 ! 


Amounts in millions] 
Amount and percent of total annual benefits paid to or on behalf of individuals by age 
Calendar year Total 65 years and over 18-64 years Under 18 years 


Amount | Percent Amount | Percent Amount | Percent Amount | Percent 


1940 $28. 9 100 $21.2 73. 4 $3.0 10.3 $4.7 16.3 
194] st). € 100 7.1 70,8 8.9 11.0 14.7 18. 2 
1942 122.0 10 85. 2 H9.8 13. 4 11.0 23. 4 19, 2 
1943 155. 0 100 106. 3 68. 6 16.8 10.8 31.9 20. 6 
1944 196. 0 100 133.0 67.9 21.0 10.7 1.9 21.4 
1945 61.6 100 177. 5 67.9 on 0) 10.7 56. 1 21.4 
194¢ 360. 4 100 257.9 71.6 33. 1 9.2 69.4 19. 2 
1947 152. 9 LOO 336.0 74.2 35.3 7.8 81. ¢ 18.0 
1948 543. 6 10) 414.0 76.2 37.7 6.9 91.9 16.9 
1949 655 100 SIS. 78.3 4). 2 6.1 101.9 15. 6 
1950 1.018. 1 100 S10. 6 79.6 52.6 5. 2 154.9 15. 2 
1951 1, 884.5 100 1,517.6 RO). 5 85. 7 4.5 281. 2 14.9 
19 2, 229. 0 100 1, 808, 2 81.1 97.0 4.4 323. 7 14.5 
1953 2, 907.5 100 2, 406. 2 82.7 115.7 4.0 385. 5 13.3 


Amount of monthly benefits certified for payment 
? Estimated at twice the amount of monthly benefits certified for payment January-June, 1953. 





Source: For data, see hearings, appendix I, table 107, p. 1107. 


§ Data are from Social Security Bulletin, September 1954, p. 62. In June 1954, the number of bene- 


ficiaries aggregated 4,468,777 and the benefit id in that month totaled 287.7 millions, 
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The map on page 45 shows the aged population, the number of 
aged recipients of title IT benefits, and the estimated amount received 
during 1952 by States. Measuring the size of States by their aged 
population, a comparison reflects in part the result of coverage exclu- 
sions, particularly with respect to agricultural areas. For example, 
Michigan with an aged population of 497,000 is somewhat smaller than 
Texas with 557,000. However, 171,000 of the aged of Michigan were 
receiving title II benefits amounting to roughly $83 million in 1952 
whereas Texas had only 104,000 aged beneficiaries who received about 
half as much as those in Michigan. Other comparisons between 
industrial and agricultural States would show like contrasts. 

Benefit anomalies.—The attention of the public has been called to 
various apparently anomalous benefit situations. For example, con- 
siderable criticism has been made with respect to the benefit treatment 
of aged wives. One aged wife with no covered wage record of her own 
draws a benefit equal to half of her aged husband’s primary benefit or 
three-fourths of that benefit if her husband has died. In comparison, 
another aged wife with her own covered wage record has a “right’’ 
to a benefit based on her husband’s wage record or on her own, which- 
ever yields the larger benefit, but she is not entitled to both— although 
she herself has paid FICA taxes. 

Another seemingly anomalous situation is the comparative treat- 
ment of those retiring on the basis of 6 quarters of coverage with those 
who have had a much longer covered wage record. The criticism is 
based on the much smaller amount of taxes paid by the former as 
compared to that paid by the latter. Other apparently anomalous 
situations could be presented. However, as we will observe later, 
these criticisms are rooted in a fundamental misconception as to the 
character of this program. (See pp. 38-40 and 53.) Title II itself 
is a program for distributing social benefits to selected classes of per- 
sons who, presumably, are unable to support themselves by working. 


Financing and costs 

There have been special taxes associated with the title I] program 
ever since the passage of the Social Security Act of 1935. In the 
original act, the taxing authority was contained in title VIII and was 
called “Taxes With Respect to Employment”. In the 1939 amend- 
ments, the taxing authority was placed in the Internal Revenue Code 
and was renamed the “Federal Insurance Contributions Act.” When 
coverage was extended to many of the self-employment occupations 
in 1950, the taxing authority in connection with these jobs was placed 
in a new chapter of the Internal Revenue Code and entitled “Tax 
on Self-Employment Income.” 

Two taxes have been related to employees in covered jobs— one at a 
specified rate on gross wage or salary income of the worker, and an 
excise tax on the employer with a rate equal to that paid by the 
employee. The tax on those persons in self-employment occupations 
is levied at a specified rate of the self-employment net income, as 
such income is determined according to the Internal Revenue Code. 
This rate is 50 percent higher than that on the employee. Until 
1951, the maximum gross wage or salary income subject to the tax 
was $3,000 per year. In 1951, the maximum wage, salary, or self- 
employment income subject to the tax was increased to $3,600 per 
year, and has been raised to $4,200 beginning in 1955. 
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The graduated increase in the tax has always been contained in the 
law. The 1935 act and the 1939 amendments called for a periodic 
rise in the rate, reaching a peak in 1949 of 3 percent on the employee 
and on the employer. Owing to a change in basic policy, the increases 
scheduled during the 1940’s were not allowed to go into effect. 

In 1950, the rate was increased from the level then prevailing of | 
percent on the employee and on the employer to 1% percent on each. 
The present act calls for periodic advances in this rate, rising ulti- 
mately in 1975 to 4 percent on the employee and on the employer, 
and to 6 percent on the self-employment income. 

The receipts from these and all other taxes and from borrowings 
have flowed into the general funds of the United States Treasury. 
The law now provides for an automatic annual appropriation from the 
general funds to the Federal old-age and survivors insurance benefits 
trust fund in the amounts equal to the FICA taxes collected. All 
benefit payments, and the costs of collecting these special taxes and 
of administering title II are met from the trust fund. The managing 
trustee is directed to ‘invest such portions as is not, in his judgment, 
required to meet current withdrawals.” 

These investments must be made in interest bearing United States 
Government obligations. The Board of Trustees is directed to notify 
Congress when it believes that the fund ‘‘* * * will exceed 3 times the 
highest annual expenditures anticipated during that 5-fiscal-year’’ 
and whenever it believes “* * * that the amount of the trust fund is 
unduly small * * *.’’! 

The legal directive with respect to notification of Congress as to the 
prevailing or prospective size of the trust fund reflects a change in 
basic policy. Until the amendments of 1939, the Congress had en- 
visaged a gradual increase in the trust fund to a magnitude in the 
neighborhood of $47 billion during the ensuing 4 decades or so. In 
1939, this policy was revised so that there would be a more gradual 
growth in the trust fund to a more moderate size. Thus, it may be 
seen that although the system is currently on more than:a breakeven 
basis, the Congress contemplates a trust fund which will be more in 
the nature of a contingency fund. That is, in good times there will 
be accretions to the fund. In other years there may be some decrease 
owing to an unforeseen rise in costs and also to a decline in FICA tax 
receipts and, hence, in appropriations to the fund. 

The trust fund has been operating for 18 years with special taxes 
collected since January 1, 1937, and monthly benefits paid since 
January 1, 1940. The chart on page 48 shows the financial status 
of the trust fund after 16 years. 

This chart shows a total of $23.8 billion has been collected by the 
United States Treasury in taxes associated with this program, and 
an equal amount appropriated to the trust fund. During this period, 
98 million persons have paid a total of $11.9 billion in taxes and’ 
employers have paid virtually a like amount. 


Sec. 201 (c). 

1 Sec. 201 (d) (3). . ; ile 

3 Detailed data show that the self-employed had paid an estimated $207 million in the 2 years of cover- 
age 1951-52. See hearings, pt. 5, p. 762 
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By the close of 1952, an aggregate of $26.1 billion, including $2.3 
billion of interest credited, has been appropriated to the trust fund. 
As of December 31, 1952, the fund aggregated $17.4 billion, which 
means that roughly $8.6 billion has been paid out. Of this amount, 
a little more than $8.0 billion represents benefit payments and $0.6 
billion administrative costs. 

-Looking at the chart, we find that 2.6 million individuals wh» have 
paid a total of $356 million in FICA taxes were currently receiving 
primary benefits. By the end of 1952, they had received $3.7 billion 
in benefits. Another 8 million individuals had paid $460 million in 
taxes. Some of these have died, others are not currently drawing 
benefits. However, 7.8 million persons had drawn $4.4 billion in 
benefits as a result of the covered wage records of these 8 million tax- 
payers. It was estimated that all those on the beneficiar y rolls on De- 
cember 31, 1952, would, assuming an average life expectane y, draw an 
additional $21.8 billion in benefits. The future benefits of $21.8 bil- 
lion to those on the rolls at the end of 1952 may be compared with the 
$17.4 billion trust fund. 

The excess of these benefit commitments over the size of the trust 
fund reveals the present nature of this program. ‘That is, it is a pro- 
gram in connection with which those with jobs in their productive 
years and employers pay taxes chiefly to provide the funds for current 
benefits to aged beneficiaries and other eligible survivors. Since this 
program has been conceived in perpetuity, this means the present 
individual taxpayers may anticipate that in their old age those persons 
then in their productive years would do likewise. 

The long-run objective of the program has been to have universal 
coverage of all jobs and virtually all the aged and survivors eligible 
(unless earning too much in wages, salaries, or self-employment in- 
come) for benefits, either as primary or as secondary beneficiaries. 
It is, therefore, of interest to consider briefly the 1954 status of the 
program in this respect. Approximately 80 percent of all workers 
are in jobs covered by this program and, thus, are paying special 
taxes—with matching taxes from the employers. A large propor- 
tion of the self-employed are also covered and paying FICA taxes. 
However, only 30 percent of the aged are eligible and drawing bene- 
fits.° Were there universal coverage of all jobs in 1954 with taxes 
levied at the present 2 percent rate on both employees and employers, 
and 3 percent on the self-employed, the total amount appropriated to 
the trust fund would be in the neighborhood of $6.5 billion. Another 
half billion dollars would represent interest credited. But with vir- 
tually all aged and dependent survivors eligible and drawing benefits, 
title II disbursements would aggregate roughly $8 billions.‘ 

This excess of benefit costs in relation to tax rece ipts, if the system 
were mature, may be compared with what we may actually expect in 
1954. Estimated benefits will aggregate in the ne ‘ighborhood of $3.6 
billion, and appropriations to the fund, resulting from FICA tax 


8 Approximately another 15 percent would be eligible were it not for the fact that they or their spouses are 
still working. 

4 We are here assuming the same distribution of all aged by amounts of monthly benefits as obtained for 
those actually receiving benefits in 1952. (See hearings, appendix I, pp. 1029-1036.) 








50 SOCIAL SECURITY AFTER 18 YEARS 


collections, will approximate $5.2 billion. Interest credited would 
amount to a half billion dollars. In other words, with taxes collected 
from or on behalf of 80 percent of the workers and with benefits paid 
only to some 30 percent of the aged and 40 percent of the unremarried 
widows with their dependent children and the children whose fathers 
had died, there will be a $2.1 billion excess of appropriations over 
benefit costs. But it is this excess which gives a misleading impression 
as to the ultimate relative cost burden—when virtually all retired 
aged, dependents, and survivors are drawing benefits. 








IV. THE UNDERLYING PRINCIPLES OF PUBLIC ASSISTANCE 
AND TITLE II 


In the three preceding chapters, we have presented facts with respect 
to the old-age assistance, the aid to dependent children, and the Fed- 
eral old-age and survivors insurance benefits programs. We have also 
reported the more important statutory modifications and alterations 
during the period 1935 through 1954. 

In this chapter, we will reexamine the underlying principles of the 
two assistance programs, old-age assistance and aid to dependent 
children, on the one hand, and of Federal old-age and survivors insur- 
ance benefits, the title II program, on the other, in order to reveal the 
fundamental similarities and contrasts. In the light of this com- 
parison, we will thus see where we stand today with respect to social 
security for the aged, survivors, and needy dependent children—and 
be better able to decide what should be done, and what can be done 

In making this comparison, attention will be centered on four funda- 
mental questions: 

1. Are there basic similarities or differences in the character of 
the right to cash benefits under old-age assistance and aid to de- 
pendent children as compared with that under title IT? 

2. Are there basic similarities or differences in the conditions 
of eligibility which must be met to acquire these rights? 

3. Is there a basic similarity in the purpose which these benefits 
are designed to serve? 

4. Have the costs of these two programs been financed in a 
relatively similar manner? 

The first three questions are inextricably interrelated. The right to a 
benefit can be acquired only by meeting certain conditions of eligibility. 
The right itself would be meaningless unless there is a right to some- 
thing of value—in this case, cash benefits. 


The right under both of the programs, old-age assistance and aid to 
dependent children, is established by statute and is conditional 
In the chapter on old-age assistance, the wide differences in the 
understanding by segments of the public and by welfare officials of the 
nature of the right to assistance were revealed. To avoid any am- 
biguity or confusion, the following testimony from the hearings in 1953 
is quoted. 


Mr. Winn (Chief Counsel). Miss Goodwin, we have seen numerous excerpts 
from articles and other writings in which the word “right” is used in connection 
with old-age assistance payments. Can you tell me what the policy of the Bureau 
of Public Assistance has been as to the matter of the payments of these public- 
assistance cash payments as a matter of right? 

Miss Goopwin (Associate Director, Bureau of Public Assistance). As you 
know, the old-age assistance and old-age insurance programs had their birth in the 
same kind of planning, and except for the accident of what employment is covered 
in the insurance program, the people are very much the same. 

We have said on many occasions that we believe that when an assistance pro- 
gram is established by law setting forth its eligibility conditions, persons who meet 
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those eligibility conditions and continue to meet them have a right to receive 
assistance and not be subject to the judgment or whims of individuals within the 
program If other conditions are to be imposed, they should be imposed as part 
of the law or the policy and regulations of the agency, and not on a basis which 
is individually applied. It is in that sense a conditional right. It is the right to 
receive in accordance with the rules and regulations of the State. 

k oa * * * 

Mr. Mitts (subcommittee member). In other words, the right that may exist 
under State law actually is prompted by Federal law, though there is not a right 
under Federal law individually? 

Miss Goopwin. The State would have to meet this requirement of offering an 
oppertunity for a fair hearing in order to qualify for Federal law Many States’ 
laws contain that kind of provision and have the same meaning quite independent 
of the Federal act. 

Mr. Miuts. I asked the question, Mr. Chairman, because I have been under the 
impression for some time that the applicants, the people within a State, and 
perhaps some State administrators of the program, proceed on the basis that there 
is a right I had never so interpreted the matter as constituting a statutory right 
However, as I think of the Federal statute setting up conditions under which 
State plans must be approved, it would seem rather clear on second thought that 
those State laws would, in order to qualify the State for Federal assistance, have to 
provide some degree of right, at least a conditional right, certainly a statutory type 
of right, to this assistance if he is eligible under the law.5 
The “might” unde r title Tl is statutory and conditional 

In chapter IIT, we indicated the widely held misconception with 
respect to the right to a benefit in this program and also presented the 
facts bearing on this issue. The following colloquy between the sub- 
committee chairman and the former Commissioner for Social Security 
occurred in the 1953 hearings: 

(} q* 


hairma! rts. The individual who perhaps was 21 years of age in 193 
and w) } + 


10 NAas her nin ecovere 1 employ ment since then since 1937. and will have 


‘ 
0 
continue to pay these taxes until he is 65, has no contract? Is that your position? 
Mr. AtrMEvER. That is right 
Chairman Curtis. And he has no insurance contract? 


Mr. Atrmpyer. That is right 
Chairman ( rtis. It is a statutory right? 
Mr. AtrMeyer. It is a statutory right enforceable by law.® 


These statutory 7 ights can be changed at any time by le qislati e action 

As we indicated in the chapters on old-age assistance and aid to 
dependent children, State legislatures have changed some conditions 
of eligibility to make them more restrictive than formerly and have 
thus in effect extinguished the rights of certain individuals. Similarly, 
the conditions of eligibility under title IT have been changed and, thus, 
have terminated the ‘“‘rights’’ of some individuals. The benefit value 
of the “rights’’ has been increased in most cases—but it has also been 
reduced. 

Mr. AurMEYER. * * * Now, the question of whether it is a contractual right 
or a noncontractual right is immaterial and unimportant, so long as it is statutory 
right, enforceable by law, and not subject to the whim or ecaprice of any political 
body or administrative official 

Chairman Curtis. Now, a statutory right can be changed by the duly con- 
stituted elected body, can it not? 

Mr. AttMEYER. It certainly can.? 

As was noted earlier, the amendments of 1950 terminated the right 
to receive title IIT benefits by those then receiving them but who, after 
retirement, had developed a profitable self-employment occupation. 


6 Hearings, pt. 3, pp. 421-422 
® Hearing s, pt. 6, p. 918 


’ Hearings, pt. 6, p. 919 
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The statutory ‘right’ of a person to receive be nefits under either type of 


oo does not depe nd upon a previous record of having paid any 
kind of tax 


We noted above (see pp. 21 and 26) that the assistance programs 
are financed in part by Federal appropriations from the general funds 
of the United States Treasury, and in a number of States by appro- 
priations from general tax revenues. It is true that in a few States 
there are taxes earmarked for the financial support of public assistance. 
However, no applicant is obliged to show payment of any tax in order 
to receive public assistance benefits. 

In the case of the title II program, however, there has always been a 
special tax related to the financing. Some persons have believed 
that the payment of this tax provides one of the bases for eligibility 
to title I] benefits. For example, a publication of the Social Security 
soard, Old-Age and Survivors Insurance for Workers and Their 
Families (January 1940) implies this to be true by stating on page 10: 

If you work on a job covered by this law, you pay a tax to the Federal Govern- 
ment and so does your employer. These taxes go into the fund, out of whic h 
your benefits will be paid later on. The tax is a sort of premium on what might 
be called an insurance policy which will begin to pay payments when you qualify 
at age 65 or over, or in case of death. 

By subsequent statements, the former Commissioner for Social 
Security, Mr. Altmeyer, has swept away any confusion on this. 
In 1943, he commented in a discussion group as follows: 
insurance as contrasted with assistance I think it is Ver’ interesting and neces- 
sary that we clarify our ideas on that distinction, if there ts a distinction, and it 
seems to me that we have to come back to some basic first principles as to what is 
meant by insurance, and secondly as to what is meant by contributory insurance.’ 


In 1945, he stated: 


* * * T hone that this group will not cease discussing this question of what is 
I \ 


The Federal Social Security Act provides two kinds of programs—public 


assistance and social insurance. In the one, rights are condit ioned on need 
in the other, on wage loss, vet they are the same kind although pe ople sometimes 
hold that those arising out of contributions paid by a person, or on his behalf, are 
the more valid. J do not believe that such a distinction can be made.® 


In the hearings in 1953 before the Subcommittee on Social Security, 
there occurred the following colloquy: 

Mr. Winn. Under title II of the social-security law the payment of the social 
security tax, though, has not been the test in determining eligibility for benefits 
has it? 

Mr. AttmMEYER. Under the law it cannot be a test.!° 
Conditions of eligibility for benefits under the two assistance programs 

are determined on a State-by-State basis, whereas under title II they 
are applicable nationwide 

As was shown in the first chapter, the minimum qualifying age for 
old-age assistance payments subject to Federal participation is fixed 
at 65. years. Need, as another condition of eligibility, is determined 
according to a budgetary standard as defined by each State in its plan, 
and takes into account any resources or income of the individual. In 
aid to dependent children, a child is defined as a person under 18 years 





8 Provisional Record of the Social Security Consultation on Income Maintenance and Medica] Care, 
under the auspices of the International Labour Office, July 9-12, 1943, Montreal, Canada (Hearings, ap- 
pendix II, p. 1249). Italics supplied : 

® From the Survey Graphic, September 1945, and quoted in the hearings, pt. 4, p. 529. Italics supplied. 

10 See hearings, pt. 6, p. 963. 
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of age. The other condition, “need,’’ is determined on an individual 
basis in relation to a budget standard in each State plan. Thus, 
eligibility is determined, in part, on the personal situation of the 
individual applicant. It may be noted that if individuals receiving 
cash payments under either of these programs should hold a job and 
earn a wage or salary, he would in all probability no longer be in need 
and his right to benefits there by would be extinguished. Ownership of 
assets valued higher than stated maximums renders the applicant 
ineligible. 

The age tests for eligibility to title II benefits are of two kinds— 
those applicable to primary beneficiaries, and those for the secondary 
beneficiaries. In the case of the primary beneficiary, there is a 
minimum age requirement of 65 years. For the secondary beneficiary, 
a close family relationship is required. For surviving children, there 
is an age limitation of 18 years. For the dependent spouse, the 
minimum age is 65 whether the primary bene fici iary is living or has 
passed on except where she is caring for dependent children under 18. 
The age limitation involved in the eligibility of the widowed mother 
(or the wife of a retired worker) with children is applied only to the 
dependent children who must be under the age of 18. Thus, it may 
be seen that age as a condition of eligibility for children and aged is 
the same in these programs, and there is no age limitation for widowed 
mothers with dependent children. 

Under title II no inquiry is made with respect to the applicant’s 
resources or income to establish eligibility. There is an automatic 
continuing condition of eligibility. If the applicant or beneficiary is 
receiving more than a stated amount from wages, salary, or self- 
employment income in specified occupations, he does not meet the 
eligibility requirement for a ‘‘right’”’ to a benefit. This “work test” 
is waived for those 72 years of age or older. 


The purpose of benefits under both types of programs is to deal with need 


A Ways and Means Committee report in 1939 defined the purpose 
of the benefit under public assistance and under title II as follows: 

Old-age insurance is to prevent future old-age dependency. Old-age assistance 
is designed to relieve existing need.!! 

In an article expressing his personal views, the general counsel for 
the Bureau of Public Assistance stripped off the semantics as follows: 

It is true that “economic need” is not made a condition of eligibility to the 
benefit payments themselves in the Federal old-age insurance program, as it is 
in the State-operated programs [public assistance], but one must engage in some 


mental gymnastics to show the difference in theory between paying because there 
is need and paying so chere will not be need.” 


Both types of benefits are essentially supplemental in character 
The resources and income of the applicant for public assistance are 
taken into account in determining the size of the cash benefit. It is 
true, of course, that many an applicant has no resources or income and 
the need is then found to be equivalent to the total living require- 
ments. The benefit under title II is not intended to be wholly ade- 
quate to meet the individual’s total living needs. A report of the 
1 From Ways and Means Committee report, 76th Cong., Ist sess. (1939), and quoted in the hearings, 
pt. 6, p. 942. 
12 See Public Assistance as a Social Obligation, by A. Delafield Smith, Harvard Law Review, vol. 63, 


p. 274 (1949). This article is printed in full in the hearings, appendix IT, pp. 1196-1208 and this quotation {s 
found on p. 1200, 
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Social Security Board, making recommendations for improvement of 

the Social Security Act, stated: 

It is impossible, under any social-insurance system, to provide ideal security 
for every individual. The practical objective is to pay benefits that provide a 
minimum degree of social security as a basis upon which the worker, through his 
own efforts, will have a better chance to provide adequately for his individual 
security. 

Benefit payments under both types of programs have been financed, for 
the most part, out of current taxes—out of taxes levied on workers 
and other persons with income, in their productive years, and on 
employers 

The facts and the discussion with respect to the cost and financing 
of old-age assistance and aid to dependent children showed that the 
bulk of the funds was derived from general tax revenues with less 
than 25 percent from capacity-to-pay taxes. In the case of title IT, 
there have always been special taxes associated with the program. 
These taxes have been levied on covered workers and employers and, 
to date, the tax receipts have exceeded the benefit disbursements in 
each year. The excess of receipts is reflected in the trust fund. 

It may be observed that the “means test’? provides a measure of 
control over the expenditures for the assistance programs. In con- 
trast, the title II programs has no means test. Reiteration that this 
program must be self-sustaining from the dedicated social security 
taxes and interest credited to the trust fund reveals the character of 
expenditure control in which Congress has placed its reliance. 


Both types of programs may be adjusted to fit changing social conditions 
and needs of the people 

We have observed that these programs involve a diversion of money 
income chiefly from the productive to the nonproductive aged and 
other dependents. An important consideration for Congress in 
improving these Federal programs has always been how much of the 
national money income may safely be diverted. As we have seen, 
Congress has complete financial control in one program and only partial 
control in old-age assistance and aid to dependent children. 

In the Social Security Act, Congress has always reserved to itself the 
power to alter and amend any provision of that law. In the case of 
title II, it has provided new benefits, increased the scheduled benefits, 
also has decreased or suspended some benefits, and has also readjusted 
the special taxes. Thus, Congress has direct and complete control 
over the amount of money income channeled through this program to 
eligible recipients. 

For old-age assistance and aid to dependent children, the situation 
is quite different. We showed in chapters J and II how the determi- 
nation of need by each State, the operation of the participation for- 
mula, and the automatic Federal appropriating device in these two 
programs place in the hands of the States a large share of control over 
how much money income is diverted through Federal taxes to the 
same general classes of dependents with which the title IT program 
is concerned. Thus, the grants-in-aid arrangement widely disperses 
control among the participating States, Territories, and island posses- 
sions—among 53 governmental jurisdictions in the case of old-age 
assistance and among 52 ip aid to dependent children. 





18 Quoted in the hearings, pt. 6, p. 939. 
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In summary, these three programs with which this report has been 
concerned may be described in the following general terms. All are 
programs providing social benefits to the aged and the young who are 
dependent. The necessary funds to pay the benefits are derived in 
the main through taxes on workers and on others with income in their 
productive years, and on employers. The inability of most on old-age 
assistance, perhaps 20 percent of those on aid to dependent children, 
and many other persons—young and old—to qualify for benefits 
under title II is attributable sol Ty to the lack of an adequate wage, 
salary, or self-employment income record in specified occupations. 
As we have seen, this situation has resulted from piecemeal expansion 
of title II, or is due to the fact that these ‘unprotected aged’’ were 
born too early, or their husbands (or fathers as the case may be) died 
too early. 

The singular importance of the work record as a condition of eligi- 
bility for title IL benefits has been to provide the basis for calculating 
these benefits. The former Chairman of the Social Security Board 
testified before the Ways and Means Committee in 1939 as follows: 

. Kven though it were considered reasonable to pay benefits to those who 

have already passed retirement age, regardiess of the fact that no contributions 
had been made in their behalf, it would be impossible to secure the wage records 
necessary to determine benefits." 
Actual wage data have not always been required. In the case of the 
free wage credits to servicemen, Congress ignored the actual pay 
records and provided for a flat $160 monthly wage record for each 
person, regardless of what his pay had been—whether it was sub- 
stantially below or at least equal to the maximum for coverage and 
benefit purposes. 

The most striking difference between the assistance programs, on the 
one hand, and title Il, on the other, is that the latter program accom- 
plishes the distribution of social benefits without a means test—an 
inquiry into all the various resources and income of the individual 
beneficiary. 


‘ See hearings, Committee on Ways and Means, 76th Cong., Ist sess., vol. 1, p. 57. This may also be 
found in hearings, pt. 6, p. 889. 
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Source: Department of Health, Education, and Welfare, Social Securit Adr tration, Bureau of 
Public Assistance, Division of Program Statistics and Analysis, Sept. 9, 19 
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TABLE 2 


PorpuLaATION 65 YEARS OF AGE AND Over, NuMBER RECEIVING OLD-AGE 
ASSISTANCE, AND FEDERAL EXPENDITURES FOR OLp-AGE ASSISTANCE, BY 
STaTe, 1952 




















| Old-age assistance 
; | Expenditures 
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| age and over,| Number of assistance tc 
| July 1, 1952 | recipients, | as F 
July 1952! | footy 
e c 
year 1952 (in 
thousands) 2 
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Colorado ; oa 122, 408 347,749 | 17, 466 
PINNIND S cicc cs ocrahadenimaumeeee iakbaneteat a 188, 742 17, 064 5, 907 
Delaware _-. . nasa rs 28, 438 1, 744 | 475 
District of Columbia----.- a oe a ‘ 60, 559 2,7 905 
Pe n.nchinks cupeaiain gin inwiigiitte niente seeped Biemare 265, 336 67, 026 20, 362 
Georgia ta pennies sxmrhash iil te tel alas acta eainaakes 235, 526 95, 123 24, 832 
Idaho ‘ niinieedinint baile sind aaeaeee 46, 670 9, 206 3, 063 
[llinois . seneusescensane anh nba rased 804, 334 109, 437 35, 254 
Indiana ; ‘ = <iaeie ian ‘j seer 380, 583 42, 711 12, 496 
fowa papas kcal S 285, 204 47, 695 16, 023 
Kansas _..--. ; : ras 203, 299 | 36, 797 12, 653 
Kentucky __- : “ 246, 370 | 56, 186 15, 011 
Louisiana ; — | 192, 828 120, 685 | 42, 859 
Maine- pean : aha | 96, 957 14, 087 4, 555 
Maryland_.---- _ . . ; “ay . | 174, 269 11, 200 | 3, 351 
Massachusetts inet ’ sone Saal 493, 053 97, 927 34, 048 
Michigan 3 ‘ 496, 738 90, 813 29, 937 
Minnesota “7 ‘ atntinvenn ‘ voli 283, 634 54, 257 18, 077 
Mississippi... " a | 162, 144 | 58,085 | 11, 479 
Missouri ‘ | 428, 441 131, 203 45, 074 
Montana... 54, 220 | 10, 981 3, 781 
Nebraska : ‘ ies ae 136, 508 20, 562 | 6, 975 
Nevada.- ‘ . ok iris esi 11, 927 2, 708 | 986 
New Hampshire 8 60, 008 7, 012 2, 286 
New Jersey paint 424, 042 | 22, 003 7,116 
New Mexico... whew maeeee | 35, 140 10, 752 3, 358 
New York wine sd 1, 346, 825 113, 228 40, 022 
North Carolina- ms ts ‘ ‘ | 243, 075 51, 304 11, 287 
North Dakota. . ‘ ou en | 51, 079 8, 774 2, 865 
Ohio : ouaziis | 752, 060 114, 539 38, 052 
Oklahoma... Jade ee ‘ | 206, 030 95, 166 33, 186 
Oregon z | 142, 978 | 22, 372 7, 482 
Pennsylvania ; : E is | 941, 192 71, 485 21, 135 
Rhode Island 3: ek > 74, 621 9, 227 2, 992 
South Carolina. --_- é pinienalie 124,178 | 42, 372 9, 977 
South Dakota_--_- . . ‘ue 58, 534 | 11, 731 3, 779 
Tennessee... . - 251, 680 59, 316 15, 963 
Texas ‘ ae 557, 143 218, 193 60, 248 
Utah... 45, 785 9, 730 | 3, 430 
Vermont 5 ‘ . ial 41,198 6, 985 | 2,143 
Virginia. .-_. ce . wieaceeeke 229, 918 18, 486 3, 840 
Washington___. ; a vole | 227, 949 | 66, 7 22, 711 
West Virginia._... i Se ee = 148, 538 | 26, 314 | 6, 376 
Wisconsin _......- a adeimnan suki 327, 144 50, 910 16, 058 
Wyoming... ; veepn semaine ‘ stots | 19, 183 4, 164 1, 464 


1 Excludes 10,516 recipients receiving only vendor payments for medical care, as follows: Illinois, 4,193; 
Indiana, 324; Kansas, 193; Massachusetts, 71; Michigan, 934; Minnesota, 412; Nebraska, 527; Nevada, 14: 
New Hampshire, 21; New York, 3,629; Rhode Island, 192; Wisconsin, 6. Vendor payments for medical 
care were made without Federal participation in Kansas, Michigan, and Wisconsin. 

2 Including vendor payments for medical care. The amount of expenditures from Federal funds for 
vendor payments for medical care of the recipients shown in footnote 1 is not available. 

’ Excludes 3,896 recipients under 65 years of age to whom payments were made without Federal 
participation. 

Source: For ‘“‘Population 65 years of age and over,”’ see hearings, appendix I, table 134, p. 1142; for ‘““Num- 
ber of recipients,’’ Social Security Bulletin, October 1952, p. 34, table 14; and for ““Expenditures from 
Federal funds,” appendix I, table 147, p. 1158. 
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TABLE 3 


EsTiMATED PopuLaTion AcE 65 YEARS AND Over, NuMBER of AcEp OASI 


BENEFICIARIES AND Totat Amount or OASI Benerits CERTIFIED FOR Pay- 
MENT TO AGED PerrRsons, By Statr, 1952 


Estimated total 








mour 

Number of a a 

need bene- | certified for 1 

— re nent to age 

. A70C. D1, beneficiaries 
1952 1952 cee 
calendar year 
1952 
United States $1, 794, 124, 000 

Alabama 17. 841. 000 
Arizona 6. 212. 000 
Arkansas 10, 315, 000 
California 158, 264, 000 
Colorado 13, 757, 000 
Connecticut 39, 530, 000 
Delaware 535, 000 
District of Columbia 000 
Florida 41, 474, 000 
Georgia 17, 544, 000 
Idaho 4, 525, 000 
Illinois 121, 105, 000 
Indiana 51, 459, 000 
Iowa 22, 673, 000 
Kansas 15, 872, 000 
Kentucky 
Louisiana_- 
Maine 


Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri_- 
Montana 
Nebraska 
Nevada__-- 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 








Ohio-___- 242, 764 

Oklahoma 37, 27 

Oregon i2. OR4 

Pennsylvania_-_- 336, 565 169, 803, 000 
Rhode Island 32, 445 16, 413, 000 


South Carolina 
South Dakota 
Tennessee 

Texas 

Utah aici 
Vermont__-..- 
Virginia 
Washington 

West Virginia-_..- 
Wisconsin J 
WOE diewtkonnnes chee 








1 Estimated by U. 8. Department of Health, Education, and Welfare, Social Security Administration, 
Bureau of Old-Age Assistance based on available census data. 

2 Excludes 33,784 ‘“‘young wives’’ under age 65 and an estimated $6 million certified for payment in 1952 
to “‘young wives” for which State distribution is not available. 






Source: For data, see hearings, appendix I, tables 101, 104, and 102, pp. 1099, 1104, and 1100, respectively. 
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TABLE 4 
Status or OASI Trust Funp, Dec. 31, 1952! 
Estimated FICA tax collections: 
From employers, 1937 through 1952___ ~~~ .--- $11, 775, 795, 000 
From living persons with OASI earnings credits, not bene- 
ficiaries in current payment status, on Dee. 31, 1952— 


for period of 1937 through 1952 ios 11, 167, 200, 000 
From all individuals who were primary beneficiaries on 
Dee. 31, 1952—for period of 1937 through 1952___. . 356, 470, 000 


From all other individuals with OASI earnings, 1937 
through 1952 


459, 515, 000 


Total estimated FICA tax collections ?_______-- _.. 23, 758, 980, 000 


Net adjustment (subtract) 3_- ata at i ET ip OAS, Sa 18, 512, 000 
Net contribution income and transfers, 1937-52.__.... 23, 740, 468, 000 
Interest credited to trust fund, 1937 52 al al coe is a Pale 2, Sai, 353, 000 
Total receipts, 1937-—52_ Breit. SO i ce 26, 067, 821, 000 


senefit payments to old-age (primary) beneficiaries in current 
payment status, Dec. 31, 1952—for period of 1937 through 
1952 — : ; a eaten 

All other monthly benefit and lump-sum payments, 1937 
through 1952____ > Sabwcutedus 4, 371, 000, 000 

Administrative expenses 589, 908, 000 


3, 665, 400, 000 


Ce 


Adjustment (subtract) 4 er i ae ai ie 206, 000 
Total net expenditures, 1937—52 eer ne ene 8, 626, 102, 000 
Total balance of trust fund, Dee. 31, 1952 _- Sees ee 17, 441, 719, 000 


‘Present values” (“actuarial reserve liability”’) of OASI bene- 

fits in current payment status, Dec. 31, 1952, taking into 

account expected future interest creditings at 2% percent 

rate ; ; 18, 826, 000, 000 
Estimated amount of interest creditings represented in ‘‘present 

values” (approximate) _ —_ ee ciate noe 3, 000, 000, 000 
Estimated total benefits expected to be paid after Dec. 31, 1952, 

to OASI beneficiaries in current payment status on that date 21, 826, 000, 000 
Amount theoretically available Dec. 31, 1952 ($17,441,719,000 

fund balance plus $2,500,000,000 to be credited on such bal- 

ance as it is utilized) for payment of benefits to beneficiaries 


in current payment status on that date._......_...._.._-- 19, 941, 719, 000 
! Basic data are from the Department of Health, Education, and Welfare. See [Tearings, pt. 5, pp. 762-64. 
2 This total and its components are as computed by the Bureau of Old-Age and Survivors Insurance on 
the ba f sample surveys of wage records, rather than being exact FICA tax-receipts data, and are subject 
to limitations and adjustments as outlined in exhibit 95 and in basic tables 63-68, which were supplied by 
the Bureau. See hearings, appendix I, pp. 1078-1080 
See hearings, pt. 5, p. 764, footnote 2. 
‘ See the same, footnote 
As wn in Present Values of OASI Benefits in Current Payment Status, Actuarial Study No. 35, 
5. Depa ient of Health, Education, and Welfare, Social Security Administration, Division of the 





Actuary, table 3, p. 8 
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SOME MAJOR FINDINGS 


A MEMORANDUM TO HON. CARL T. CURTIS, CHAIRMAN OF THI 
SOCIAL SECURITY, DECEMBER 23, 1953 


SUBCOMMITTEE ON 


A total of 13 days of public hearings were held, the last on Friday, November 27, 
1953. Since the appointments of virtually all of the research staff terminate 
December 31, and since several weeks will be required to organize the material 
and prepare a factual report, you requested an interim report prior to the expira- 
tion of the staff appointments. 

We are herewith submitting to you a preliminary staff report on some major 
findings of the investigation. 


Fifty-two programs supported in large part by Federal funds provide financial aid to 
dependent children in need 

In the continental United States and its possessions, 47 States and 5 other juris- 
dictions have aid to dependent children plans supported in large measure by 
Federal grants-in-aid. One State alone, Nevada, does not participate 

There is a vast number of variations in the factors affecting conditions of eligi- 
bility and the administration of these plans. The number receiving aid and the 
amount of assistance payment differs from State to State, as in old-age assistance 
plans, varying with State definition of requirements, resources, and need, and with 
State policies and practices in regard to such factors as acceptance of employment 
by the mother and older children and contributions from close relatives. Chil- 
dren, therefore, receive widely different treatment under aid to dependent children, 
depending on the State in which they live. 

The Federal Government shares in the expenditures under each of the State 
plans on the basis of one formula. The plans and practices of the individual State, 
however, determine the amount of the Federal grant-in-aid to the State. 

States with “liberal’’ policies and practices in extending assistance to large 
numbers of families benefit, through Federal aid, at the expense of other States 
which safeguard their plans against abuse through the combined efforts of law- 
enforcement officials, the courts, and an informed public opinion. 


Aid to dependent children plans relieve chiefly dependency caused by factors not reached 
by the national program, OASI 


Payments under aid to dependent children are made to families where the bread- 
winner, usually the father, is deceased, incapacitated, or absent from the home. 
Old-age and survivors insurance benefits are paid to some families with dependent 
children only where the breadwinner (again usually the father) is deceased. 

The number of aid to dependent children families where dependency was due 
to death of the father has constituted a decreasing proportion of the total caseload 
receiving such assistance. This classification accounted for 37.2 percent of all 
aid to dependent children families in 1942, 24.0 percent in 1948, and an estimated 
21.0 percent in 1951. Owing to a large increase in the total number of aid to 
dependent children families over this period, the smaller proportion in 1951 does 
not reveal the change in the actual number of families receiving aid to dependent 
children where the parent is deceased. There were, however, fewer families in the 
death-of-father classification in 1951 than in 1942, despite a sharp growth in the 
child as well as the family population from 1942 to 1951. 

The absolute decrease in aid-to-dependent-children families where dependency 
was caused by death of the father was accompanied by a vast rise in the number of 
children receiving benefits under the old-age and survivors insurance program. 
OASI monthly benefits to children rose from 147,674 in June 1942 to 787,311 in 
June 1951, or an increase of more than 400 percent. Over this period from 1942 
to 1351 the total number of families receiving aid to dependent children increased 
from 395,552 in June 1942 to 449,202 in June 1948 and to 633,285 in June 1951. 
The rise was not a steady one, however, since there was a substantial decline 
during the war years. 

Receipt of aid-to-dependent-children payments because of the reported incapac- 
ity of the father as a proportion of all families receiving aid to dependent children 
was remarkably stable over these years. In 1942, this classification accounted 
for 22.1 percent of all the aid-to-dependent-children families, 23.2 percent in 1948 
and 24.0 in 1951. 

The major cause for the increase in the number of families on aid to dependent 
children was due to the absence of the father from the home. This group com- 
prised 39.0 percent of all aid-to-dependent-children families in 1942 and rose to 
49.5 percent in 1948 and an estimated 51.5 percent in 1951. The actual number of 
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families on the rolls in the father-absent-from-home group in 1951 was more than 
double the number in 1942 and approximately 45 percent greater than the number 
in 1948 

The ‘‘father absent from home’”’ classification includes cases where the father has 
deserted his family or is ‘“‘separated’”’ from the mother without couré decree, father 
not married to mother, and parents divorced or legally separated. For 50 States 
and other jurisdictions in 1948, those three groups accounted for 19.3 percent, 14.8 
percent, and 11.4 percent, respectively, or a total of 45.5 percent, of all families 
receiving ADC. Fathers absent from home for other reasons accounted for an 
additional 4 percent of all aid-to-dependent-children families. 

One expert testifving betore the subcommittee on basis of the findings of an ex- 
tensive study of public assistance in one State declared, in reference to the aid- 
to-dependent-children program: 

* * in some cases families would be better off if the breadwinner deserted 
and so the effect of the program has certainly been, we feel, to encourage desertion. 
With the relationships existing between the grants which are made under these 
programs and the general level of living of the State, there is some feeling, too, that 
in some cases when the tamilv faces a situation, it would be becter for the bread- 
winner to become disabled and for the State to take over under an assistance pro- 
gram. So iS has been our feeling * * * that cur program has increased the 
amount of desertion and certainly encouraged disability.” 

The contradiction between an increasing aid to dependent children caseload 
paralleling an expansion of OAST benefit payments to surviving children appears 
best explained by testimony before the subcommittee wherein the Associate 
Director of the Bureau of Public Assistance stated her belief that the States 
have adopted more liberal programs with reference to aid to dependent children. 
That would not be uniformly true of all States and, for that reason, has resulted 
in further variations between State aid to dependent children plans. 

The number of children receiving aid to dependent children has declined since 
1950 to a total of 1,493,670 in June 1958. The 1953 total, however, exceeds the 
835,030 total of June 1940 by 658,640, and the 1945 figures of 646,808 by 846,862. 

When States not having federally approved aid to dependent children plans in 
1940 are excluded, comparison shows that the number of children receiving ADC 
has increased by 46.5 percent from 1940 to 1953 although the child population 
under 18 years increased only 29.0 percent in the same period. The result is that a 
larger proportion of the total child population is now receiving aid to dependent 
children than in 1940 although the old-age and survivors’ insurance program was 
providing monthly benefits for more than 1 million children in 1953 compared 
with about 23,000 in 1940. 

While the aid to dependent children programs were regarded by some as in an 
early stage of development in 1940, this was no longer true by 1945. The per- 
centage increase in the numbers on aid to dependent children rolls since that year 
is far greater than the growth in the child and family population. 


Old-age assistance is an aggregation of 58 programs to care for needy aged persons 

The purpose of Federal grants for old-age assistance is to enable each State 
and five other jurisdictions to furnish financial aid to needy individuals 65 years 
of age and over. Each State determines who will be eligible for this assistance, 
the items essential for living, and the level of assistance to be paid. All States 
are subject to the same Federal matching formula, but in the final analysis, each 
State or possession determines the amount of its own cash grants. 

A needy individual’s ‘essential requirements” are defined differently in each 
State and the definitions vary widely. In general, a budget is drawn up defining 
them in money terms. One State, however, may provide that any aged individual 
requires $90 monthly to meet his needs. Another will establish amounts for food, 
shelter, clothing, light, and heat and little, if any, more. A third will provide in 
addition all needed medical care and many special items in given circumstances. 

The Federal statute specifies that resources and income must be taken into con- 
sideration in determining the need to be met by cash grants. The Federal statute, 
however, does not define ‘‘resources.’’ Thus, the ability of close relatives to 
provide support and the availability of suitable employment to the recipient 
may be considered resources in one State and completely disregarded in another. 
One State may allow an aged person to own real and personal property and 
receive old-age assistance payments while another would require him to convert 
these resources to cash and use the money for current living expenses. Although 
“‘resources’’ may receive consideration in the actual plan, they may be ignored in 
practice as testimony concerning Louisiana showed. The degree of utilization of 
many types of resources affects the number of aged given assistance and the 
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amount of the grant. A Nebraska administrator said “we provide for the use of 
as many resources as possible.’”’ In Louisiana, recipients are permitted to retain 
real or personal property up to a maximum of $1,500 for a single individual, 
$2,500 for a married couple, in addition to the home which as reported has had an 
actual value as high as $15,000 or more: on the other hand, South Carolina, 
while permitting retention of the homestead, limits to $300 the savings for death 
and last illness expense. Each administrator testifying in the recent hearings 
mentioned different property limitations. 

The ability of aged persons with marketable skills to earn something is regarded 
as a resource by some administrators. One (New Jersey) testified that in helping 
persons with such skills obtain employment the State had had very gratifying 
results. He added ‘‘* * * elderly people need to work, not only because they can 
make a little money, but because of the good psychological effect.’”? The com- 
missioner of public welfare in Minnesota reported that when the demand for labor 
became acute 2 years ago, instructions were issued that “marketable skills in 
the employment market constituted a tangible and practically a very good resource 
and, therefore,’ * * * aid (should be) withheld 
with the value of that resource. 

The attitude toward relative responsibility as a resource varies in the different 
jurisdictions from repeal of such laws in Louisiana and Oklahoma (where publie 
opinion caused the law to be ignored while still on the books) to strict enforce- 
ment under detailed provisions, with legal proceedings against the relative who 
has not fulfilled his obligation. A local Nebraska director of public welfare testi- 
fied that the relative responsibility law in his State is the most important factor 
of eligibility without any question and that the caseload in his county would be 
double the current figure were it not for the relative support requirement. 

Tied in with resources, particularly real estate, are lien laws and recovery 
provisions. Under the former, a lien accrues against the real estate owned by 
the recipient in the amount of assistance that he or she receives. The Minnesota 
Director of Public Assistance estimated that were it not for such a law in his State, 
a law he considers fair and equitable, the caseload would be in the neighborhood 
of one-third higher. He stressed that the $1 million or thereabouts, recovered 
each year has become available to people more greatly in need than those from 
whom it was reimbursed. As expressed by a former member of the advisory 
board of the Nebraska Welfare Department, the State in advancing assistance 
money for the support of the recipient is taking the place of the children to whom 
the house would go after the death of the recipient or his dependent; therefore, 
when the time comes to liquidate the recipient’s estate, the State should likewise 
take the place of the children to the extent that it furnished assistance to the par- 
ent. 

The public assistance grant is designed to represent the difference between the 
living requirements of an individual and his resources, including income. This 
difference, or the amount of ‘“‘need’’ as determined by the State, may be paid 
in full or in part, depending upon the adequacy of the funds appropriated for such 
purpose. In June 1953, when the average cash payment in the United States as a 
whole was $49.48, this figure ranged from a high of $78.70 in Colorado to a low 
of $27.50 in Alabama, exclusive of vendor payments for medical care and cases re- 
ceiving only such payments. This represented an increase over the preceding 
June, an increase ascribable to the change in the Federal share provided for in 
the 1952 amendments. It was noted in the hearings, however, that some States 
had ample funds at the time the amendments went into effect, were already pay- 
ing at a level they considered adequate, and did not believe it necessary or de- 
sirable to increase individual payments. 


or diminished in accordance 


Willingness to pay more taxes has been a major factor determining the size of grant 
to aged persons in some States 


For several years the Bureau of Public Assistance has contended that the Federal 
Government must offer greater financial support to the assistance programs. The 
reason given is that some States, particularly in the agricultural South, have a 
large burden of needy aged and a relatively low per capita income, or, in other 
words, a presumably low taxpaying capacity. Consequently, they have been 
unable to provide more than what appears to be relatively meager monthly pay- 
ments to needy aged individuals. Congress has responded to these arguments by 
amending the matching formula three times since 1945, with each amendment pro- 
viding for a larger share to be granted by the Federal Government. Meanwhile, 
the numbers of people receiving old-age assistance have risen from 2,038,395 
in June 1945 to 2,608,898 in June 1953, reaching a peak of 2,809,537 in Septem- 
ber 1950. Total Federal expenditures to help finance cash grants to recipients 
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of old-age assistance have risen from $702 million in 1945 to $1,581 million in 
fiscal 1953. 

Analysis indicates that the willingness or unwillingness of persons in a State 
to be taxed more for a program such as old-age assistance is a major factor in 
determining State and local financial support. For example, Louisiana in 1947 
and 1949 ranked relatively low in per capita inecome—presumed to reflect tax- 
paying capacity. It ranked 41st among the States in per capita income in 1947 
and 40th in 1949. Meanwhile, Louisiana rose from 38th in 1947 to 17th in 1949 
in the size of the average cash grant for old-age assistance. The passage of a 2 
percent sales tax in 1948 earmarked for old-age assistance provided very sub- 
stantial financial support and explains this rise in average cash grants. Thus, 
despite a supposedly low taxpaying capacity as reflected by per capita income, 
the people in the State demonstrated their willingness to be taxed more for this 
program. 

In contrast, the State of Virginia between 1947 and 1952 has, despite a slight 
advance in its rank in per capita income (taxpaying capacity) from 37th to 35th, 
nevertheless declined from 44th in rank to 47th so far as average cash grants are 
concerned. Over the same period, Marvland has risen in per capita income from 
23d to 12th and has registered virtually no change in its rank in average cash 
grants, standing 34th in 1947 and 33d in 1952. Since 1950, both States have 
passed statutes which provide for tax credits to its income-tax payers when a@ 
substantial excess of estimated tax receipts over budgeted expenditures appears 
in prospect. In 1951 and 1952, individual income-taxpayers in both States 
received material reductions in their tax liabilities as a result of these statutes. 
Thus, both of these States have demonstrated an unwillingness to be taxed more 
to support larger average grants for old-age assistance, despite a demonstrated 
taxpaying capacity. 

The “right” of a needy aoed person to assistance is a conditional, statutory right— 
subject always to legislative change 

The attitudes within the several States vary widely on this question. An expert 
on public assistance in Louisiana testified in the hearings there is no doubt that 
the people in his State believe they have an unqualified right to old-age assistance. 
He noted that little attention is given to determining need of the applicant. In 
fact, nowhere does the State’s program have a stated well-defined objective. 

The Oklahoma welfare director testified that the great majority of the aged 
there, and many not aged, are of the opinion that the State has adopted a law 
giving them a right to assistance upon reaching their 65th birthday regardless of 
need. In contrast, under the New Jersey law, as administered, the person who 
has attained the age of 65 is not eligible for assistance unless he lacks adequate 
support, is unable to support himself, is without parents, spouse, children, and 
grandchildren able to support him, and without other persons able and willing 
to support him, and is found after due investigation to be in need. The Minnesota 
Supreme Court, according to the Minnesota Commissioner of Public Welfare, 
has said: “that the recipient or applicant has no right, that it is the charitable 
attitude of the sovereign State for its people that is the basis for public assistance.”’ 

Testimony and other evidence in the hearings brought out that public assistance 
does not provide vested rights, but is a government program for distributing 
gratuities. Moreover, these rights can be changed at any time by legislative 
action. The Acting Director of the Bureau of Public Assistance in the Social 
Security Administration stated that people have a right to assistance providing 
they meet the qualifying conditions in the State law or plan. ‘It is the statutory 
right.” The basic compendium of American court decisions, Corpus Juris 
Secundum (1953), states that ‘“Old-age assistance benefits are not a matter of 
right, but are gratuities and dependent on statute; persons eligible under a statute 
have enforceable rights to assistance thereunder, but they do not acquire a vested 
right to continuance of benefits which are subject to a change in, or repeal of the 
statute. 


“The intended function of the insurance program is to serve as a primary source of 
protection against economic insecurity for the American people’ (Annual Report, 
Federal Security Agency, 1951) 

By the end of 1952, OASI benefit payments had reached an annual rate of 
$3 billion. The total amount of OASI benefits paid to recipients living outside 
of the United States increased, 1940 to 1953, at a more rapid rate than that paid 
to residents of the United States. In 1940 only $37,000 was paid to residents 
living abroad; by 1947, $1.6 million; by 1950, $6.7 million; by 1952, $13 million; 
by 1953, $16 million. The number of recipients of old-age and survivors insurance 
benefits living abroad in 1953 was 30,000. 
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Average monthly primary old-age and survivors insurance benefits paid to aged 
persons living outside of the United States in December 1952 were higher than 
the average paid in the country as a whole and, in fact, higher than the average 
payment in all but 2 of the 48 States—Connecticut and New Jersey. In Decem- 
ber 1952 the average monthly primary old-age and survivors insurance benefit 
paid to aged persons living abroad was $53.34 per month; to those living within 
the United States, $49.25. 

Individuals receiving old-age and survivors insurance benefits and living abroad 
are not subject to suspension of benefits whenever they earn wages of $75 per 
month or more. This is because work abroad, except that performed by an 
American citizen for an American employer, is not covered employment within 
the terms of the Social Security Act and monthly benefits are suspended only 
when monthly wages of $75 or more are made in covered employment. 

The United States has negotiated treaties generally known as friendship- 
commerce-navigation treaties with several countries, which contain the following 
clause: 

“Tn addition to the rights and privileges provided in paragraph 1 of the present 
Article, nationals of either Party shall, within the territories of the other Party, 
be accorded national treatment in the application of laws and regulations estab- 
lishing systems of compulsory insurance, under which benefits are paid without 
an individual test of financial need: (a) against loss of wages or earnings due to 
old age, unemployment, sickness or disability, or (b) against loss of financial sup- 
port due to the death of father, husband or other persons on whom such support 
had depended.” 

According to the State Department’s interpretation the United States Congress 
may not, without violating the spirit of the treaties containing the above clause, 
amend the Social Security Act to deny old-age and survivors insurance payments 
to a noncitizen residing in a country with which United States has the treaty 
unless at the same time it denies OASI payments to United States citizens resid- 
ing in that country. In the words of Thorsten Kalijarvi, Deputy Assistant 
Secretary of State for Economie Affairs, ‘modification in this practice could not 
be done without adversely affecting the treaty and the basic underlying principle 
and raise the question of whether we are living up to the treaty obligations or 
international obligations we have entered into.”’ (Hearings, part 3, p. 161.) 

Treaties containing the above or a very similar clause are in force between the 
United States and the countries of Italy, Ireland, and Japan and others have been 
signed and ratified but are not yet in force with Uruguay, Greece, and Israel 
Treaties containing the clause are now being negotiated with other countries 
Although these are reciprocal treaties, some of the countries with which the 
United States has such treaties do not provide social-security benefits comparable 
to those provided for in the United States 

In addition, United States has negotiated a treaty with Italy containing a 
clause which would permit individuals to count as covered employment work in 
either Italy or the United States for eligibility for social-security benefits provided 
by either Italy or the United States. This means that if an Italian national 
works in this country in employment covered by social security, but not long 
enough to become eligible for benefits, he may upon his return to Italy complete 
his required work period in Italy and the United States will be liable for the 
proportionate share of his old-age benefit. A claim could also be made against 
the United States for the proportionate share of any child’s, aged wife’s, widow’s, 
or orphan’s benefits. A citizen of the United States who works in covered employ- 
ment for a period, but insufficient to become eligible for benefits, and remains in 
this country, doesn’t get any benefit or any part of the benefit. 

Implementation of this clause of the treaty requires domestic legislation passed 
by both the House and the Senate. 


After 16 years of social security, 60 percent of the aged still cannot get OASI benefits 


As of December 31, 1952, there were an estimated 13,305,000 persons age 65 and 
over in the United States, and of that number, 3,824,030 were drawing OASI 
benefits. This left 9,481,000 aged persons not drawing the benefits. This number 
accounted for 71 percent of the aged population who were not drawing benefits. 
However, of this latter number, there were 1,440,000, or approximately 11 percent 
of the aged population, who were fully eligible for the OASI monthly benefit pay- 
ments but who, for reasons of their own—primarily because most of them were 
working—were not currently on the benefit rolls. / 

The remaining number of aged persons in the United States, approximately 
8,041,000, or 6 out of 10, neither were drawing OASI benefits of any kind, nor 
eligible for such benefits. This was true despite the fact that the program, 
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which originally had been created primarily for the purpose of offering a limited 
source of income for the retired aged segment of the population, had been in 
operation for 16 years. 

Although it is recognized that some of the more than 8 million aged persons 
neither drawing nor eligible for benefits subsequently would be able to establish 
eligibility, either as primary or secondary beneficiaries, available evidence in- 
dicated that this number would be relatively small. For example, of the entire 
group of more than 8 million such persons, not more than approximately 300,000 
appeared to still have been working in employment or self-employment covered 
by the OASI program during 1952. Consequently, only these 300,000, among 
those persons who had not yet established permanent eligibility for benefits, 
appeared still to be working in pursuits that would create future eligibility for 
the benefits. An additional unknown number could be expected to qualify for 
aged wives’ or widows’ benefits. However, there was a general agreement that 
the great bulk of the group of persons age 65 and over represented by the 6 out of 
10, neither drawing nor eligible for the OASI benefits, would remain ineligible 
under the existing OASI program for as long as they lived. 


Continued incompleteness of OASI coverage largely eaplains the existing double 
standard treatment of the aged 

From the inception of the OASI program, both its purpose and the mechanics 
of its operation have been to offer eligibility for benefits only upon the basis of a 
required amount of employment by each individual in types of employment covered 
by the program. No one could qualify for the benefits except upon the basis of 
the employment occurring after the start of 1937. Consequently, all persons 
who already have retired at the time of the establishment of the program and 
who were not able to enter OASI-coverage employment for a sufficient length 
of time have been unable to establish eligibility for benefits for themselves, or 
for their aged wives and widows. At the same time, under both the 1939 and the 
1950 social-security amendments, there still remained large gaps in the types 
of employment and self-employment covered by the OASI program. All persons 
in the labor market nearing the retirement age who work in these noncovered 
types of employment and self-employment thus still are not creating eligibility 
for benefits for themselves and their aged dependents. 

The 6 out of 10 aged persons, neither drawing nor eligible for benefits, thus 
represent those persons who were members of the labor market, and their wives 
and widows—plus others never in the labor market—who, because of the ac- 
cident of age and occupation, were not able to build up sufficient earnings credits 
to qualify themselves and their aged dependents for the OASI benefits. This has 
been true despite the fact that, under both the 1939 and 1950 amendments, op- 
portunities were given for individuals to establish eligibility for benefits with 
a minimum of six calendar quarters of OASI employment. 

Illustrating the degree of chance involved in whether an aged individual has 
been able to establish OASI benefit eligibility is the fact that earnings from 
OASI covered employment or self-employment that are representative of as little 
as a few cents in social-security taxes could have spelled the difference between 
no benefits, on the one hand, or monthly benefits, on the other hand, totaling 
more than $21,000 for an aged couple living out their normal life expectancies. 





Incomplete OASI coverage is resulting in anomalous, unequal treatment of today’s 
workers 

In December of 1952, 51,740,000 persons were employed in types of employ- 
ment and self-employment covered by the OASI program, and 12,030,000 persons 
were engaged in employment and self-employment not covered by the program. 
This number, not covered by the program, represented 18.9 percent of the total 
number of persons gainfully employed in that month. 

Whether discriminatory treatment runs against the persons not covered by 
the OASI program, or against those covered by the program, depends upon the 
viewpoints of the individuals who are involved. However, it is a fact that when 
persons are employed in the four-fifths of the available types of employment and 
self-employment in the United States covered by the program, they are compelled 
to pay the required social-security taxes, and, in turn, are building up eligibility 
for future OASI benefits, whereas those in the positions not covered by the program 
are denied the right of establishing benefit eligibility and are not required to pay 
the social-security taxes. This difference of treatment amounts to unequal 
treatment. 

As a result of the complicated nature of coverage provisions for farm laborers, 
there are circumstances under which a person originally employed as a farm 
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worker on April 1 could be working in and attaining OASI coverage in the July 
through September quarter of that same year, whereas if he first had been em- 
ployed or April 2 rather than April 1, he would be denied OASI coverage until 
the October through December quarter of the year. 

Under the prescribed conditions for the OASI coverage of domestic workers, a 
person working in domestic service in a single household may build up benefit 
eligibility by working only 24 days per calendar quarter in the single household, 
whereas another person doing similar work may fail to obtain coverage by working 
a total of 69 days, for example, in a calendar quarter if she works in 3 or more 
different households and does not work more than 23 days in a quarter in any 
1 household. 

Where a farmer carries on a subsidiary business on his farm, such as the cleaning 
of beans for himself and his neighbors, he would be treated as being in self-employ- 
ment covered by the OASI program in the cleaning of the beans if 51 percent or 
more of the bean cleaning is done for neighbors, but he would not be in covered 
self-employment if 51 percent or more of the cleaning were done on beans pro- 
duced by himself. 

A pre engaged commercially in the threshirg of grain on farms is denied 
OASI coverage as to such self-employment even though he is not in any sense a 
farm operator, whereas a carpenter, who constructs buildings on a farm under a 
contract arrangement, would have self-employment status. 

In the case of employed officers or members of a crew engaged in commercial 
fishing on a vessel of less than 10 net tons in size, the officers and crew members 
are treated as being in employment covered by the OASI program if they are 
fishing for salmon or halibut—but they are not covered by OASI if they are fish- 
ing for some other kind of fish. If they are employed on a vessel of more than 10 
net tons in size, they are under OASI coverage regardless of the kinds of fish for 
which they are fishing. 

Generally speaking, employees of the executive branch of the Federal Govern- 
ment are included under OASI coverage if they are not already under a civil 
service or other Federal retirement system, whereas employees of the legislative 
branch of the Federal Government cannot be covered into the OASI program 
under any circumstances. 

If a father is employed by his son on a bona fide basis, his employment cannot 
be covered by the OASI program—whereas, if the same individual had been em- 
ployed on a bona fide basis by his son-in-law, the work would be within OASI 
coverage. Types of family employment excluded from OASI coverage are those 
of service of a son, daughter, or spouse, and the service of a minor working for a 
parent. Other family relationships between the employer and an employee, if 
the employment is on a bona fide basis, do not set up a barrier to OASI coverage. 

Where an owner-operator of an apartment house supplies linen and other serv- 
ices that are primarily for the convenience of tenants, then the entire net income 
from the rental of the apartments is counted as self-employment income to estab- 
lish OASI eligibility—whereas, if the owner-operator does not provide the linen 
and similar services, then none of the income counts toward the establishment 
of eligibility for OASI benefits. 

Althougn lawyers, doctors, and other specified groups of professional people are 
excluded from the OASI coverage with respect to self-employment in their pro- 
fessional pursuits; they, nevertheless, are under OASI coverage when following 
such professional pursuits as salaried employees of an employer covered by the 
program. 

The above are illustrative examples only of anomalies and inconsistencies in 
the operation of coverage provisions of the OAST program and do not represent 
an exhaustive list of such anomalies and inconsistencies. 

Incomplete OASI coverage inevitably penalizes retiring workers, benefitwise 

The OASI monthly benefit amount is computed under the benefit formula upon 
the basis of the calculated average wages or self-employment earnings of an indi- 
vidual from covered employment or self-employment over a period of time that 
may include periods during which the individual was not engaged in covered em- 
ployment. Under the method by which average monthly wages are calculated, 
gaps which occur in the service of an individual in covered employment have the 
effect of reducing the average monthly wage upon which the benefit amount is 
computed—and these reductions, in turn, result in lower monthly OASI benefits 
for the person who has experienced such gaps than would be the case if there had 
been no such gaps. 

This effect may be illustrated through the hypothetical case of individuals who 
were age 55 on January 1, 1951, and who will be awarded benefits upon applica- 
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tion therefor upon reaching age 65 on January 1, 1961. Where a person under 
these circumstances worked continuously over the 10-year period in covered 
employment at a wage of $300 monthly, his monthly benefit amount upon re- 
tirement would be $85—whereas, if he worked only three-fourths of the months 
at $300 monthly during that period, his monthly benefit amount would be $73.80. 
If he worked only one-half of the months at $300 monthly in covered employ- 
ment, the monthly benefit amount at the end of the period would be only $62.50. 

In the instances of persons working under circumstances outlined above at 
monthly wages of $200 under OASI-covered employment, the benefit amount for 
the person who worked continuously would be $70 per month; for the person 
who worked three-fourths of the months, $62.50 monthly; and for the person 
who worked one-half of the months, $55 monthly. 


The present test of retirement discriminates against the wage earner as compared 
with the self-employed person 

The wage earner loses his monthly benefit payment for any month in which 
his earnings from covered employment exceeds $75. In contrast, the self- 
employed person can accumulate his earnings up to $900 a year before he loses 
any benefits, and then the benefits are lost only to the extent that self-employ- 
ment earnings for the year exceeded, in multiples of $75 for each monthly benefit, 
the $900 annual limitation. For example, if a self-employed person has earnings 
over a calendar year at the level rate of $100 per month, he would lose only 4 
months benefits of the vear as a result of the earnings test, whereas an employed 
person earning $100 per month over the year would lose all 12 months of his 
benefits. Consequently, the self-employed can have a substantial amount of 
earnings for a short period of time without losing any of his benefits, while the 
employed person will lose all his benefits for any months in which the earnings 
exceed $75 per month. The difference in treatment is particularly pronounced 
in instances of seasonal work. 

A second major difference is that self-employed person may have an unlimited 
amount of income from self-employment and still not lose any benefits for 
months in which he contributed no substantial amount of personal services to 
his self-employment enterprise. This privilege is not open to the employed 
person. 

It also is to be noted that persons who have both employment and self-employ- 
ment earnings, obviously an unusual few, may enjoy, in effect, a double exemp- 
tion, since earnings from the two sources are not combined for purposes of the 
test. For example, if an individual had employment income of exactly $75 per 
month and self-employment income of exactly $900 for the year in question, his 
double set of earnings would not cause any loss of benefits even though the 
combined earnings totaled $1,800 in the year. 


When eligible persons aged 65—75 earn too much, they must forego their benefits as 
well as continue to pay OASI taxes 

The original 1935 Social Security Act did not provide for the taxation of earnings 
of a person beyond the age of 65. Primarily for the purpose of permitting a 
person beyond age 65 to accumulate earnings credits toward the establishment 
of eligibility for benefits, however, the 1939 amendments made earnings in covered 
employment of an individual at any age subject to OASI taxation. 

While this arrangement permits workers to build up earnings credits establishing 
eligibility for benefits after they pass age 65, it also means that those who choose 
to continue to work instead of drawing benefits for which they otherwise are 
eligible, not only must forego the benefits but also must continue to pay OASI 
taxes. 

As of December 31, 1952, there were 1,440,000 persons age 65 and over who, 
being ‘‘fully insured’’, were potentially eligible for primary old-age benefits but 
were not drawing the benefits. In nearly all cases they were not drawing the 
benefits because they were employed. This number included approximately 
1,130,000 persons who never had applied for the benefits and 310,000 primary 
old-age beneficiaries who previously had established entitlement to benefits but 
whose benefits temporarily were being withheld because of their employment. 

The group of persons age 65 and over who were fully insured at the end of 1952 
but had never drawn primary benefits had contributed, during 1937 through 
1952, approximately $281 million in OASI employee and self-employment taxes, 
and their employers had contributed another $270 million in taxes on their wages 
and salaries 
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There is not enough in the $17 billion OASIT trust fund to pay future benefits to the 
present beneficiaries 

As of December 31, 1952, there was a balance in the OASI trust fund of 
$17,441,719,000 available for the payment of future benefits However, as of 
that same date, there were 2,644,000 aged persons currently drawing primary 
old-age benefits and another 2,382,000 persons currently drawing secondary 
benefits in the form of benefits for wives, husbands, children, widows, widowers, 
mothers, and parents. 

These 5,026,000 persons currently drawing OAST benefits at the end of 1952 
already had received in benefits a total of $6,010,700,000 and, according to esti- 
mates by actuaries of the Bureau of Old-Age and Survivors Insurance, these 
same persons would draw an additional $21,826 million in future benefits before 
their entitlement to the benefits ended. 

Thus, as against a balance in the trust fund of approximately $17,442 million 
there was a liability for future benefits payable to persons already on OASI rolls 
of approximately $21,800 million. This liability did not take into account any 
of the benefits to be payable to persons who were to become beneficiaries after 
December 31, 1952. 

It was further estimated by the Bureau of Old-Age and Survivors Insurance 
that, while an amount of money equal to that of the balance in the trust fund as 
of the end of 1952 was being paid out in future benefits to persons currently 
drawing benefits at the end of the year, interest amounting to $2,500 million would 
be ecrecited to the trust fund on such money. Thus, the balance in the funa, 
plus this interest to be credited, represented approximately $19,942 million 
theoretically available at the ena of 1952 to pay future benefits totaling $21,800 
million to persons then currently drawing benefits. 

The difference of $1,858 million represented the amount by which the CASI 
trust fund was “short”’ in its accumulation of social-security tax money for the 
payment of future benefits to persons already on the OAST rolls. 

his deficiency of nearly $2 billion does not mean that the OAST trust fund 
is in any imminent danger of being exhausted. Under existing Federal insuvance 
contributions tax rate schedules, the tax revenues of the future are expected, for 
at least a considerable period of years, to continue to exceed expenditures. 


Today’s OASI taxpayers who become beneficiaries tomorrow must look to those then 
working and payirg OASIT tazes fer their henefits 

The OAST trust fund as of December 31, 1952, was short by nearly $2 million 
of having a large enough balance to pay future benefits to persons a'ready entitled 
to and drawing the benefits. 

In the hearings before the Subeommittee on Social Security, the conelusion was 
stated by Robert J. Myers, Chief Actuary, Social Security Administration, as 
follows: 

“The present trust fund is not quite large enough to pay off the benefits of the 
existing bencficiaries. Therefore, you may say under that basis or conception 
that there is nothing left in the fund fer other contributors.” 

On December 31, 1952, there were an estimated 87,200,000 living persons in the 
United States who had paid OAST taxes at some time during their work history, 
but who never had received OASI benefits. This number included approximately 
56 million persons actively working during 1952 in OASI-covered employment 
and self-employment to the extent of having qualified for one or more “quarters 
of coverage”’ in that vear. 

These 87,200,000 who had paid OASIT taxes but never received benefits had con- 
tributed over the period of 1937 through 1952 a total of $11,100 million in employee 
and sc!f-employment taxes and their employers hat contributed another $10,897 
million in their hehalf—or a total of $21,997 million. 

This total of nearly $22 billion, paid by or in behalf of living persons who not 
yet had become beneficiaries, represented 93 percent of all OAST taxes collected 
since the start of the program. It was the amount which, although theoretically 
collected to finance the pavment of future benefits to these persons and their 
dependents and survivors not yet on the OAST rolls, actually already had heen 
used or committed for the payment of past and future benefits to an entirelv differ- 
ent group of persons—those already drawing benefits at the end of 1952. 


As a group, today’s aged on OASI will receive in benefits almost 50 times the amount 
they paid in OASI taxes 


As of December 31, 1952, there were 2,644,000 persons currently drawing 
OASI primary benefits. They themselves had paid $356,470,000 in OAST taxes. 
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They already had drawn $3,665,400,000 in benefits—or more than 10 times the 
amount of their own tax contributions. 

These same 2,644,000 primary beneficiaries can expect to receive, under existing 
law, an additional $13,500 million in benefits before they are removed from the 
rolls by death or for other reasons, according to actuarial estimates of the Bureau 
of Old-Age and Survivors Insurance. Thus, the total of past and future benefits 
for this group will be approximately $17,165 million—or a ratio of benefits as 
compared to taxes of 48 to 1. 

If OASI taxes previously paid by employers on the past wages and salaries of 
the 2,644,000 primary beneficiaries at the end of 1952 are taken into account, 
the total OASI benefits ultimately payable to them will be equal to approximately 
24 times the amount of taxes paid by and for them. 

Meanwhile, as of the end of 1952, $4,371 million in monthly benefits and lump- 
sum payments already had been paid to or in behalf of other beneficiaries, includ- 
ing deceased former primary beneficiaries and current and former dependents 
and survivors. And an additional $8,300 million was expected to be paid in 
benefits after December 31, 1952, to the 2,382,000 secondary beneficiaries (de- 
pendents and survivors) currently drawing benefits at that time. As compared 
with the $12,671 million total of these two benefits figures, OASI employee, 
self-employment and employer taxes of $1,050,500,000 had been paid by and 
in behalf of Jiving and deceased persons other than the 2,644,000 current primary 
beneficiaries and the 87,200,000 living persons who had paid OASI taxes but 
never had drawn benefits. 


Total benefits to some aged couples may aggregate several hundred times the amounts 
they paid in OAST tares 

Under the existing OASI program, it has been possible in an extreme case for 
an aged couple, on the basis of wages requiring the payment of only $9 in em- 
ployee and employer OASI taxes, to qualify for monthly and lump-sum benefits 
having a normally expected worth of $6,428. This would be true in the instance 
of an aged couple where the wage earner qualified for benefits under ‘new start’’ 
provisions by working 6 calendar quarters at minimum wages of $50 per quarter. 
In this case, the ratio of the value of the benefits to the amount of the tax pay- 
ments would be 714 to 1. 

On the other hand, where the wage earner had worked continuously from the 
start of 1937 through 1952 at maximum wage rates for OASI taxing purposes of 
$250 monthly through 1950 and $300 monthly through 1952, he and his employer 
would have paid $1,086 in OASI taxes and the benefits payable to him and his 
aged spouse would be worth $21,905. In this instance, the ratio of benefits value 
to tax payments would be 20 to 1. The normal life expectancy at age 65 of a 
white male is 13 years and of a white female is 15.3 years. 

These illustrations do not take into account the fact that many persons, upon 
whose wages OASI taxes have been paid, do not live to age 65; that others do not 
have spouses who attain age 65, and that still others continue to work instead of 
drawing benefits upon reaching age 65. In the general magnitude of the relation- 
ship of benefits values of tax payments, however, they are illustrative of a reason 
why, in the overall picture, payments to beneficiaries have exceeded greatly the 
amounts of OASI taxes paid upon the wages and salaries of those beneficiaries. 


The line between “insurance”’ benefits and no “‘insurance”’ benefits is oftena seemingly 
whimsical one for an insurance program 


Such elements as the date of the wage earner’s birth and, in case of survivor 
benefits, the date of the wage earner’s death may determine eligibility to benefits. 
Take, for example, testimony of the Acting Director of the Bureau of Old-Age and 
Survivors Insurance in the hearings, as follows: 

““CouNsEL. Suppose an individual had worked 24 quarters or 6 years, in 
covered employment, from January 1940, to January 1946, and died in January 
1950, just before reaching age 65. Would his widow, upon reaching age 65, be 
eligible for an old-age benefit? 

“Witness. No. In the example you give he would not have met the insured 
status requirement in effect at the time he died. He would have been required 
to have 26 quarters of coverage, and he actually had 24. 

“CouNsEL. Suppose an individual with exactly the same wage record, that 
is, 24 quarters, or 6 years, in covered employment from January 1940, to January 
1946, died in January 1951, just before reaching age 65. Would his widow upon 
reaching age 65 be eligible for an old-age benefit? 

“Witness. Yes’’ (hearings, pt. 4, p. 658). 
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As a result, there are within the group of aged not entitled to OASI benefits and 
who are not working and may be too old to work, widows whose husbands had 
substantial periods of covered employment, in the case above 6 years. 

The public has been misled into believing OASI is insurance 

The original Social Security Act of 1935 at no place contained the word “‘insur- 
ance. In none of the publicity in the year or so immediately subsequent to the 
passage of this act was the word “insurance” employed. The reverse side of the 
social-security card, distributed to millions of workers, referred to the program 
under title Il (now known as OASI) as ‘‘Federal old-age retirement benefits.”’ 

On May 24, 1937, the Supreme Court upheld the constitutionality of title II 
and title VIII (taxing authority) of the act. At no place in this decision did the 
Supreme Court refer to title II and title VIII as “insurance.” The defendant, the 
United States Government, in its brief stated: ‘‘The act cannot be said to consti- 
tute a plan for compulsory insurance within the accepted meaning of the term 
‘insurance’.”” Two of the gentlemen signing this brief were Stanley Reed, 
Solicitor General, and Robert H. Jackson, Assistant Attorney General, Depart- 
ment of Justice, now Justices of the Supreme Court. 

Notwithstanding this statement in the Government’s brief (prepared and signed 
by leading legal officials of the United States Department of Justice and the Social 
Security Board), the former Chairman of the Social Security Board in a press 
conference the following day stated: ‘“‘The decisions handed down yesterday by 
the United States Supreme Court completely validate the unemployment com- 
pensation and the Federal old-age insurance provisions of the Social Security 
Act.” 

Subsequently, various insurance terms were liberally employed in publicizing the 
program under title II. And by 1939, the reverse side of the social-security cards 
carried by individuals referred to the title II program as ‘‘Federal old-age 
insurance.’’ Ina press conference in 1939, following the passage of the amendments 
of that year, the former Commissioner referred to the original program as an old-age 
insurance system stating, ‘‘You take this old-age insurance system that is going 
into effect next January 1. It has been changed into an old-age and survivors 
insurance system, with 45 million people.” 

In the same press conference (August 7, 1939) reference to the 1939 amendments 
was made as follows: ‘Think of it! It is just as if you had written a group insur- 
ance policy, covering 45 million people, and it is because it is like trying to read 
the fine print in that insurance policy that it is hard to understand.”’ A publication 
by the Social Security Board (January 1940) said: ‘‘The tax is a sort of premium 
on what might be called an insurance policy which will begin to pay benefits when 
you qualify at age 65 or over or in case of your death.” 

Before a congressional committee in 1944, the former Commissioner for Social 
Security testified: ‘‘The result of that (1939 amendments), as I said, was to put 
into effect overnight about $50 billion face value of what is really life insurance.” 
In another publication (June 1948) a former Federal Security Administrator 
stated: ‘“Old-age and survivors insurance and unemployment insurance are 
insurance.”’ A publication of the Social Security Administration (April 1951) 
read as follows: ‘‘Treat this card like an insurance policy.’”’ And again in 1952 an 
official pamphlet stated: “Your card is the symbol of your insurance policy under 
the Federal social-security law.” 

What are the facts? 

The American courts of law have consistently held, both prior and subsequent 
to the Supreme Court decision of May 24, 1937, that “insurance,” within the 
accepted meaning of the term involves a contract. In 1923, for example, the 
Federal court in Missouri (253 S. W. 1029, 1033) held, ‘“‘Insurance is a matter of 
contract * * *.” In 1935, a Maryland court (196 N. E., 254) observed, ‘Insur- 
ance has been defined as a contract where one undertakes to indemnify another 
against loss, damage, or liability arising from an unknown or contingent event 
* * *’? And again, the recently published compendium of American law (44 
Corpus Juris Secundum, sec, 471) states: ‘Insurance broadly defined, is a con- 
tract * * *.” 

Within the last four decades, the Federal Government has established several 
programs which truly constitute insurance. These include war-risk insurance, 
national service life insurance, Federal crop insurance, Federal mortgage insurance, 
and postal insurance. In each case, the individual has a contract guaranteeing 
indemnification in the event of a specified loss. Court decisions as to the content 
of “insurance,” within the accepted meaning of the term, apply to insurance 
issued by the United States Government as well as by private concerns. The 
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immunity of such Government insurance contracts from congressional abrogation 
was established in the case decided by the Supreme Court, Lynch v. United States. 
The Court’s decision, delivered by Justice Brandeis, stated that ‘‘War-risk policies, 
being contracts, are property and create vested rights * * *. ‘The fifth amend- 
ment commends that property be not taken without making compensation’.”’ 

Many of the letters received from people throughout the country indicate 
clearly that their complaints arise from their belief that the program under title II 
of the Social Security Act is insurance. 

Members of the Congress have also been misled. A committee minority report 
stated with respect to the proposed amendments (1939): ‘‘It puts the Government 
in the position of changing the terms of a contract.’”’ Another minority report 
(1949) contended: ‘‘We should not bind them (our children and our grandchildren) 
by contract to pay untold billions each year, as the present system does.” 

S. s2 people in labor have also been misled. For example, in a recent article 
in t Machinist’s Monthly Journal (Internaticnal Association of Machinists, 
AFL) the author stated: “I believe that OASI is insurance and that payroll 
deductions are the same as premiums and, further, feel strongly that there is a 
definite contractual relation between the individual and the Federal Govern- 
ment. ¢ + 9” 

Insurance terms were first employed, and liberally so, in the Social Security 
Act when amended in 1939. The then Chairman of the Social Security Board 
urgently pressed for the inclusion of such terminology. The basic substance of 
the act, however, was not changed by the mere insertion of the word ‘‘insurance.”’ 

None of the various publications of the Social Security Administration nor 
speeches of its former officials informed the public that the Social Security Act, 
from its inception, has contained the following reservation of power (see. 1104): 
“The right to alter, amend, or repeal any provision of this act is hereby reserved 
to the Congress.” 

Through title II of the Social Security Act, Congress has created a system providing 
statutory rights to statutory benefits 

Testimony in the hearings brought out the fact that the rights of individuals 
to title II benefits are statutory, and are neither natural, constitutional nor con- 
tractual rights. in this, the rights are like those existing under veterans’ benefit 
programs and under public assistance. 
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